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The Question of a National Fuels Policy, by F. Gerard Adams and Leslie E. Grayson. 


There has recently been growing concern in the United States about problems of 
government policy with regard to energy. It appears likely that Congress will conduct 
a “fuels study” and there is growing interest in the formulation of a national fuels 
policy. The problems of the energy industries derive, in part, from market factors — 
competition between alternative energy sources in a situation where abundant sup- 
plies are available from domestic sources and from abrcad. In part, they derive from 
government policies which lack coordination — being directed separately at the 
various sources of energy and originating at various levels of jurisdiction. Energy 
policy also involves important considerations which are international in nature. 
National fuels policy should attempt to reconcile the interests — often diverse and 
conflicting — of consumers, of different producers, and of the nation. It should aim 
to make energy available at the lowest cost; to provide for the development of 
American resources on an economically sound basis; and to satisfy some important 
noneconomic considerations, taking into account their full cost. A study of fuels 
policy must seek to coordinate measures affecting the energy field and to find the 
means for gradual implementation of a liberal policy approach. 

Mr. Adams is adjunct assistant professor of statistics at the Graduate School of Business 
Administration, New York University. He formerly taught at the University of Michigan. 
He has done research and has published in the fields of energy economics and income 
distribution. 

Mr. Grayson is lecturer in economics, Graduate School of Business Administration, Col- 
lege of the City of New York. He was formerly associated with the Research Seminar in 


Quantitative Economics, and the Survey Research Center, University of Michigan. He has 
published and has done research in short-run business cycle models and energy economics. 


A New Diplomacy for Underdeveloped Areas, by Elizabeth E. Hoyt. 

American private enterprise, with all the potential advantages it brings to under- 
developed areas, nevertheless disturbs both the economic and the social life of the 
region in which it operates, without immediately adequate compensations, Disrup- 
tion is often so serious that the firm is resented rather than welcomed by the masses 
of the people. Subversive influences, of course, take full advantage of this. We are 
so conscious of our merits at home that we do not see how differently we appear 
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abroad in a very different kind of situation. The businessman as the person closest to 
consequences of enterprise has both more opportunity and more immediate incentive 
(if he realized it) to understand the causes of trouble than anyone else. Yet when 
problems have arisen, he has usually ascribed them to agitators and put the responsi- 
bility on something other than business. Examples are given of cases where business- 
men have recognized their own relation to these problems and attempted solutions or 
remedies themselves. 


Mrs. Hoyt is professor of economics at Iowa State University. She was formerly on the 
research staff of the National Industrial Conference Board. The extensive research on which 
the present article is based began more than 15 years ago when Iowa State University set up 
a Tropical Research Center in Guatemala to study, among other things, the relations of 
native and foreign firms with their workers. The largest of the foreign firms studied was the 
United Fruit Company. In 1950-51 Professor Hoyt had a Fulbright appointment for the 
study of economic adjustment under cultural change in British East Africa and the Belgian 
Congo. In 1957-58 she received a Ford Foundation grant to make a similar study of the 
activities of United States firms in underdeveloped areas; this project included visits to the 
Caribbean area. 


The American Writer Views the American Businessman, by Royall Brandis. 

The writer’s view of the businessman is important in shaping the public image of 
the businessman. The author examines the character of the businessman and his 
role in our economic system as presented by such authors as Sinclair Lewis, John 
Steinbeck, John P. Marquand, and Theodore White. Both the accuracy of the 
American writer’s analysis of the business system and the significance of this analysis 
for the public view of the businessman are discussed. Three very different periods are 
covered — the 1920's, the 1930's, and the period after World War II. 

Mr. Brandis is associate professor of economics and a member of the faculty of the 
Executive Development Center, University of Illinois. He was formerly an instructor in 
economics at Duke University and foreign trade economist with the National Cotton Coun- 
cil. He was for two years a war regulations analyst in the central offices of E. I. Du Pont de 


Nemours and Company. His writings include Economics: Principles and Policy, published 
in 1959, and articles on international economics, war economics, and higher education. 


Industrial Survival in Nuclear War, by D. V. T. Bear and P. G. Clark. 


Casual consideration of the consequences of thermonuclear war often results in 
despair and “there’s nothing we can do” attitudes. An all-out clash in the nuclear 
age is a frightening possibility, but it does not necessarily imply national suicide. 
Rational policy-making for the purpose of ameliorating the consequences of such a 
war, should deterrence fail, indicates the need to plan for rapid postattack economic 
recovery. For a wide range of possible attacks against American cities, the surviving 
economic base is sufficiently large to permit reasonably rapid recuperation. Potential 
postwar demands and supplies of economic resources in 20 manufacturing industries 
are considered in this light; industries are ranked by postwar “importance ratios” 
which reflect the excess demands for their resources. The analysis indicates the need 
to plan for increased postwar capacity in the metal-working durable goods industries. 

Mr. Bear is acting instructor of economics at Stanford University and is a consultant 








with The RAND Corporation. His fields of interest and publication include growth eco- 
nomics, mathematical economics, and economic theory. 


Mr. Clark is professor of economics at Williams College and is a consultant with The 
RAND Corporation. He formerly held positions with the U.S. Bureau of Mines and the 
U.S. Mutual Security Agency Mission to Italy. He is co-author of Interindustry Economics 
and has also written in the fields of economic development and input-output analysis. 


Organization Theory: A Survey of Three Views, by Charles Z. Wilson. 


In contemplating the nature of organizations, it becomes abundantly clear that 
the many theoretical constructs tend to blend rather than stand apart. All organiza- 
tions are directed toward circumventing the psychological, sociological, or biological 
limitations of the individual. To this extent the organization theories must be 
grounded in the behavior of man — his ability to plan, organize, and control his 
every action. This essay comments on. the interwoven aspects of three theoretical 
views — traditional, management science, and administrative behavior. All too fre- 
quently in the past, these conceptual frameworks have been contrasted rather than 
depicted as an integrated totality. 

Mr. Wilson is associate professor of management, De Paul University. He was formerly 
an economic and statistical analyst with Commonwealth Edison Company. His research 
topics include the economics of plant and equipment replacement. During 1961-62 he will 
be a Ford Foundation Faculty Fellow at the Graduate School of Industrial Administration, 
Carnegie Institute of Technology. 


On the Benefits of Advertising, by Roger L. Bowlby. 


It has become common to justify advertising in terms of its social benefits. Sup- 
porters of advertising frequently argue that advertising helps sustain prosperity by 
stimulating consumption, sustaining mass markets and mass production, and finan- 
cially supporting the whole system of modern communications. These arguments are 
of questionable validity and may be harmful to the industry. They should be 
abandoned. The advertising executive ought to justify his profession on the same 
basis that the butcher and the baker justify theirs: he satisfies his customers. 

Mr. Bowlby is an assistant professor in the Department of Economics and the Bureau 
of Business and Economic Research, Michigan State University. He is currently on leave 
from MSU to serve as consultant to the Michigan Employment Security Commission. He 
formerly taught at Iowa State University, the University of California (Los Angeles), and the 
University of Texas. His articles have appeared in the Industrial and Labor Relations 
Review, Business Topics, and the Michigan Economic Record. His fields of specialization 
are labor economics and industrial relations. 


Toward a United States of Western Europe, by Gerald Egerer. 

The evolution of European economic relations since 1945 has been from coopera- 
tion and conflict at the international level to cooperation, followed by integration, at 
the regional level. Yet the idea of regional cooperation predated the failure of 
international cooperation. Just as regional cooperation defeated the move toward 
world free trade and payments (multilateralism), so, later, did regional integration 
defeat the move toward regional free trade and payments. A careful look at the 
European Economic Community suggests that while attention is increasingly being 
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focused on the process of growth, a sine qua non of integration, there is a danger that 
rapid growth in a free market economy may provoke, on the one hand, further infla- 
tion, and on the other, imbalances both as between activities and as between regions. 
The essay concludes with a prognosis of the political and economic structure of 
Europe in the 1960's. 

Mr. Egerer is assistant professor of economics at Western Washington State College. He 
was formerly a staff economist with Kodak, Ltd. (London) and a lecturer in economics at 
The Woolwich Polytechnic (London). His major research has been concerned with the 
French chemical industry, particularly the wage structure of the Lyonnais chemical industry. 














The Question of a National Fuels Policy 


F. Gerard Adams and Leslie E. Grayson 


Recently, considerable concern about en- 
ergy economics has developed in the 
United States. The problems of govern- 
ment policy in connection with the fuel 
industries have been growing. The need 
to re-examine the relevant issues is widely 
recognized and increasing interest has been 
expressed in formulating a “national fuels 
policy.” There are strong indications that 
Congress, through one agency or another, 
will conduct a “fuels study.” President 
Kennedy and Secretary of the Interior 
Udall favor such a study to serve as back- 
ground for impending policy decisions. 

What then are the reasons for the grow- 
ing concern about a national fuels policy? 
The need for a “national policy” arises 
when the market fails to establish a satis- 
factory equilibrium or when existing regu- 
lation fails to achieve its objectives. In 
such circumstances, the absence of a fuels 
policy is in itself a type of policy decision: 
the choice of an uncoordinated, often con- 
flicting, approach. 

In this instance both market and 
regulatory elements are present in the 
situation : 

(1) The United States energy market 
has encountered considerable difficulties. 
Growing availability of energy supplies 
relative to requirements has accentuated 
the competition between different energy 
sources. The impact of this situation has 
been particularly severe on the coal indus- 


try, where there is widespread unemploy- 
ment. Many of the “depressed” areas are 
connected with the coal industry. The oil 
industry has been affected to a lesser ex- 
tent, but here, too, there is considerable 
excess producing capacity. Moreover, 
large quantities of foreign oil are available 
at prices substantially below those prevail- 
ing in the United States. Were it not for 
a system of import limitations, such oil 
would tend to take the place of domes- 
tically produced fuels. 

Not since the Great Depression has an 
overabundance of energy supplies been a 
problem in the United States. During and 
after World War II, the primary concern 
was with a shortage of energy, and this 
was the orientation of government- 
sponsored studies of raw material and 
energy problems carried out in 1952 and 
1956.1 The more recent congressional 
hearings on “Energy Resources and Tech- 
nology,”? however, already reflect the 


* Resources for Freedom, Rep..t to the Presi- 
dent by the President’s Materials Policy Com- 
mission (Washington: U.S. Government Print- 
ing Office, 1952), particularly Vol. 3, The 
Outlook for Energy Sources; and Peaceful Uses 
of Atomic Energy, Report of the Panel on the 
Impact of the Peaceful Uses of Atomic Energy 
(Washington: U.S. Government Printing 
Office, 1956). 

* U.S. Congress, Joint Economic Committee, 
Subcommittee on Automation and Energy Re- 
sources, Energy Resources and Technology, 86th 
Cong., Ist Sess., and 86th Cong., 2nd Sess., 
1959 and 1960. 














changing supply and demand situation in 
United States energy markets. 

(2) Increasing and largely uncoordi- 
nated government regulation in the energy 
field raises a host of complex problems. 
Government intervention originates at 
different levels of jurisdiction. Separate, 
often conflicting, regulatory provisions 
apply to different sources of energy. The 
situation is particularly vulnerable to such 
a piecemeal approach because the differ- 
ent types of energy products are to a large 
extent interchangeable. 


THE ENERGY SITUATION IN THE U.S. 


Energy is a basic need in a modern 
economy. Vast quantities of fuel provid- 
ing heat and power are essential inputs to 
a capital-using production process and also 
directly in many consumer uses. It may be 
surprising then that over-all outlays for 
energy are relatively modest (energy cost 
accounts for approximately 6 percent of 
the total GNP), but on the other hand, 
energy costs rise to a much higher fraction 
of the total production cost in the energy- 
intensive primary metal and chemical in- 
dustries.* Mineral fuels account for ap- 
proximately 25 percent of the economy’s 
raw material inputs.‘ 

In 1960 the United States consumed 
energy in the equivalent of 1,712 million 
tons of coal. Various sources supply the 
nation’s energy requirements: in 1960 
about 45 percent of total energy consump- 
tion in the United States was supplied by 


*For 1947, Mason estimates outlays for 
energy as 6.8 percent of GNP. In comparison, 
in the primary metal industries 22.8 percent of 
costs were for energy. E. S. Mason, Energy 
Requirements and Economic Growth (Wash- 
ington: National Planning Association, 1955). 

*C. A. B. Wardwell, “Energy Output and 
Use Related to Gross National Product,” Sur- 
vey of Current Business, January, 1961, pp. 
28-32. 
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oil, 28 percent by natural gas, 23 percent 
by coal, and 4 percent by hydroelectricity.* 

A recent analysis of energy trends in the 
United States® notes the following points: 


(1) As a nation’s output grows, energy 
needs expand, but we use increasingly less 
energy with each unit increase in gross 
national product. This phenomenon is 
due partly to technical reasons such as 
increased fuel efficiency, but it is due also 
to the shift in the composition of the na- 
tion’s product. The service section in GNP 
is assuming increasing importance and 
this sector uses less energy than do the 
manufacturing, transportation, and other 
sectors. 

(2) As technology advances, new 
sources of energy gradually replace exist- 
ing ones. This process has already oc- 
curred several times since 1850. First coal 
replaced firewood, then coal was replaced 
by oil, and in many uses oil is now being 
replaced by natural gas. Some decades 
in the future it is not unlikely that nuclear 
energy will be taking the place of the 
present conventional sources of energy. 

(3) Achievements in technology extend 
known energy reserves and facilitate their 
recovery. Thus the threat that reserves 
would run out in the foreseeable future 
has been something of a mirage which has 
moved farther away as new reserves are 
discovered and developed. 


The problems of the United States en- 
ergy industries have come about as a result 
of the combined effect of these trends. 

On the demand side, the rapid expan- 
sion of energy needs has slowed down. 
For each 1 percent increase in real gross 
national product, energy requirements 





*U.S. Bureau of Mines, Monthly Petroleum 
Statement, March, 1961, p. 27. 

*Sam H. Schurr and Bruce C. Netschert and 
others, Energy in the American Economy, 1850- 
1975 (Baltimore: Johns Hopkins Press, 1960). 
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have expanded 0.7 percent in the last 
few years. Moreover, the recently slowed 
pace of economic growth has itself tended 
to slow down the growth of energy require- 
ments. At the same time, the United 
States, which used to be a substantial ex- 
porter of energy products (both coal and 
oil), has in the last decade become a net 
importer of fuels, though still to a rela- 
tively small extent.’ 

On the supply side, the protection of 
indigenous oil producers via the state regu- 
latory agencies and import control pro- 
grams has kept marginal producers in 
operation. Various government measures 
have stimulated the develoment of exces- 
sive capacity. (The impact of government 
regulation is discussed later.) 

Looking at coal, the problems of this 
industry are not of recent origin. After a 
decade of virtual stagnation during the 
thirties, coal production was pushed to a 
peak to meet wartime and postwar needs 
and since then has been declining steadily. 
In 1960 the industry produced 413 million 
tons of coal, compared with 630 million 
tons during its peak year, 1947. Alterna- 
tive fuels, more efficient, more convenient, 
or cheaper, have been substituted in many 
uses — railroads have switched from coal- 
fired steam engines to diesel traction; for 
domestic heating, oil or natural gas is pre- 
ferred. Also, recession falls particularly 
heavily on coal because a large part of 
output is consumed in heavy industry and 
in power plants. The decline of the indus- 
try has created an unemployment problem 
of long standing, made more severe as 
mechanization and improvement of min- 
ing techniques have doubled output per 
worker since 1945. The unemployment in 





"In 1960 net imports of oil amounted to 3.2 
percent of total energy consumption. 
*Schurr and Netschert, op. cit., p. 327. 


the coal regions is of the “hard core” 
variety. 

It should be noted that although coal 
output has declined, the industry has eco- 
nomically recoverable reserves for many 
more years. Reserve estimates are subject 
to a very large margin of error, but even 
if no consideration is given to likely future 
improvements in technology, it has been 
estimated that 237 billion tons of coal can 
be recovered at 1954 cost levels.® This is 
enough for several hundred years at pres- 
ent rates of production. 

The nature of the oil industry’s prob- 
lems is different only in degree. After a 
period of very rapid expansion in the im- 
mediate postwar period, the rate of expan- 
sion has been greatly reduced. Some of 
the petroleum industry’s chief outlets have 
been growing less rapidly — motor gaso- 
line consumption, for example — and in 
certain highly important uses, such as 
household heating, natural gas has in- 
vaded oil markets to a substantial degree. 

If crude oil is considered alone, not 
counting the rapidly growing production 
of natural gas liquids, output has failed 
to increase since 1956, and future expan- 
sion will be slow. Output is at present 
more than 30 percent below capacity.’ 
Price weakness was reported before state 
regulatory authorities restricted the supply 
of crude oil reaching the market. The 
industry’s current status is maintained 
only with restrictions on production and 
on imports. 

The potential surplus of the oil industry 
in the short term should not divert atten- 
tion from the question of reserves for the 





* Peaceful Uses of Atomic Energy, op. cit., 
Vol. 2, p. 74. 

* Productive capacity for crude oil is esti- 
mated by the National Petroleum Council at 
10.6 million barrels a day. In 1960 crude oil 
production amounted to 7.0 million or 66.4 
percent of capacity. 
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long-term future. Here, many observers 
have noted with concern that proved re- 
serves amount only to 12 years’ output at 
current rates.** But short as this period 
may seem, it does not indicate a future 
scarcity of oil supplies. Proved reserves are 
reserves within reach of existing wells. As 
more wells are drilled, proved reserves 
are expanded and new recovery methods 
greatly increase the portion of under- 
ground reserves which can be brought to 
the surface. There are indications that oil 
is getting harder te find, but so far tech- 
nological advances have offset the increas- 
ing difficulty of discovery and recovery of 
oil.’* 


The extent and intensity of government 
intervention in the energy field is note- 
worthy. Considerable regulatory legisla- 
tion affects not only the operation of the 
energy industries, but the economy as a 
whole as well. As will be seen below, these 
regulations have been prompted by a va- 
riety of motivations—by the need for 
conservation, by the desire to protect re- 
source producers, by considerations of na- 
tional defense, and to provide consumers 
with reliable and inexpensive supplies of 
energy. 

In the case of oil, the principal regula- 
tory measures apply to the supply — the 
production of crude oil and the importa- 
tion of crude petroleum and products.’® 





™ The reserve-production ratio has been 12 
for many years. 

™Schurr and Netschert, of. cit., pp. 370-83. 

* For a detailed discussion see Ralph Cassidy, 
Jr., Price Making and Price Behavior in the 
Petroleum Industry, 1954, Erich W. Zimmer- 
man, Conservation in the Production of Petro- 
leum, 1957, and Melvin G. de Chazeau and 
Alfred E. Kahn, Integration and Competition 
in the Petroleum Industry, 1959; all three by 


Crude oil production is prorationed on the 
state level. The original intent of state 
legislation concerning oil production was 
conservation. But the idea of conservation 
has been gradually supplemented with a 
concept of “economic waste.” The latter 
applies to the loss of revenue to the pro- 
ducer if a tendency for supply to exceed 
requirements drives down the price real- 
ized. This has led the principal producing 
states to impose limitations on the total 
amount of oil produced so as to equate 
supplies with estimated “market demand.” 
To conform with the over-all production 
limitations; the permitted level of produc- 
tion for each well is set, when necessary, 
below its maximum efficient rate. In 
Texas, for example, for most of last year, 
flowing oil wells were limited to eight days’ 
production per month. 

It has been argued not only that pro- 
rationing serves a restrictionist purpose to 
maintain oil producer revenues, but that 
it results in misallocation of resources. 
Under prorationing an excessive number 
of oil wells have been drilled, largely to 
obtain producing allowables, and high- 
cost production from marginal wells and 
those subject to secondary recovery meas- 
ures (both of which are unrestricted) are 
stimulated. 

Supplementing restrictions on crude oil 
production, import limitations on crude 
oil and fuel oil are imposed at the federal 
level. Since 1959 under the mandatory 
oil import control program, the Secretary 
of the Interior semiannually sets the total 





the Yale University Press, New Haven. These 
books were reviewed by John S. McGee, “Con- 
servation, Integration and Pricing in the Oil 
Industry in the United States,” in the Journal 
of Industrial Economics, Vol. 9, No. 1 (No- 
vember, 1960), pp. 63-82. 

“ For a critical view see Eugene V. Rostow, 
A National Policy for the Oil Industry (New 
Haven: Yale University Press, 1948). 
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amount of oil to be imported and allocates 
quotas to eligible companies. In effect, 
imports of oil are limited to approximately 
15 percent of United States demand. 

The combination of state production 
controls and federal import restrictions has 
been a factor in maintaining United States 
oil prices at a level about 50 percent 
higher than those abroad.** At the same 
time that oil production and imports have 
been restricted, tax regulations tend to 
favor oil as well as other resource in- 
dustries. Depletion provisions** and the 
ability to expense intangible drilling costs 
encourage investment in the crude oil 
industry. They have caused activity in oil 
production to extend so far that at the 
margin the profit obtained (after the tax 
advantages noted) is no greater than in 
other fields.?” 

In the case of natural gas, an entirely 
different pattern of regulation applies. Ex- 
cept for conservation measures, gas pro- 
duction is not subject to limitations. 
Instead the price of gas at the wellhead 
and all aspects of interstate pipeline trans- 
mission are regulated by the Federal 
Power Commission. Federal regulation is 
based on the view that interstate natural 
gas pipelines are public utilities and that 
in the absence of effective competition the 
consumer needs to be protected. The basis 
for price regulation, originally cost plus 
fair return on investment, has recently 





“The average Texas price for crude oil is 
$3.00 a barrel. The average Persian Gulf price 
is about $1.75 a barrel. Taking account of 
transportation costs and of special terms avail- 
able, foreign oil can be delivered in the United 
States for about $1.00 a barrel less than the 
comparable United States crude. 

“The depletion allowance amounts to 27.5 
percent of gross revenues, but not more than 
50 percent of net profits. 

" From calculations of the First National City 
Bank cited by Richard J. Gonzales, Percentage 
Depletion for Petroleum Production (Houston: 
Humble Oil and Refining Company, 1959), p. 27. 


been changed to the notion of area price 
ceilings. It is a reasonable conclusion that 
natural gas prices are lower than they 
would be, were free (if imperfect) com- 
petition allowed to prevail. 

There is another aspect of natural gas 
pricing which deserves attention. The cost 
of transporting natural gas through long 
pipeline systems to the market is high rela- 
tive to the wellhead price. But once the 
pipeline is available, the marginal cost of 
shipping gas is relatively low up to the 
line’s capacity. As a result, natural gas is 
frequently made available to industrial or 
power plant consumers who can use fuels 
interchangeably and can make use of 
interruptible supplies when there is spare 
capacity at a highly competitive price. 

The coal industry operates with a rela- 
tive minimum of government intervention. 
Market forces have freely determined out- 
put and prices and, as has been indicated, 
coal has suffered severely from the com- 
petition of oil and gas. But it should be 
noted that import limitations, particularly 
those which apply to residual fuel oil, help 
to protect coal production. On the East 
Coast, requirements for power plant and 
industrial fuel may be met interchangeably 
from coal, residual fuel oil, and to some 
extent from natural gas. Mandatory im- 
port controls limit the importation of low- 
cost fuel oil and protect the competitive 
position and domestic markets of the coal 
industry. 

Federal government participation in 
hydroelectricity and in nuclear power is 
more intimate than in other energy fields. 
Large power dams are built under public 
auspices. However, opportunities for de- 
veloping hydroelectric capacity are fairly 
limited relative to the nation’s total power 
use. 

The government has assumed most of 
the cost of developing nuclear power. It is 








operating in partnership with private in- 
dustry to develop the first commercial 
nuclear power plants. Even so, at the 
present state of technology it will be some 
years before nuclear power can be pro- 
duced which is competitive with electricity 
produced by conventional methods. 

In general, the impact of regulation may 
be described as tending to protect resource 
producers; but in many instances it is 
contradictory. The regulatory bodies op- 
erating at various levels of jurisdiction and 
in different ways with regard to the vari- 
ous competing energy products seek a 
variety of objectives which have been 
neither reconciled nor coordinated. For 
example, natural gas, whose price is kept 
in check by FPC regulation, competes with 
oil (and coal), whose price structure is 
supported by production and import limi- 
tations. Perhaps the most striking observa- 
tion with regard to governmental 
interferences in the United States energy 
economy is that there are many different 
policies. There is not one national fuels 


policy. 


THE OUTLOOK FOR ENERGY 


Current problems in the energy field 
must be considered in relationship to the 
long-term outlook. The existence of a 
potential surplus at this time may or may 
not be consistent with future scarcity, a 
matter which has often aroused concern, 
as we have already indicated. A brief con- 
sideration of future requirements and an- 
ticipated supplies is appropriate.** 

In terms of energy consumption, what 





* For methodology see Schurr and Netschert, 
op. cit., pp. 553-744, and K. F. Laading, 
“Methods of Establishing Overall Energy Bal- 
ance Sheets,” in Transactions of the World 
Power Conference, Madrid, June, 1960 (Ma- 
drid: Spanish National Committee of the 


World Power Conference). 
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does the future hold? Schurr and 
Netschert estimate that between 1955 and 
1975 energy consumption will increase at 
an annual rate of 3.2 percent; incidentally 
this rate roughly corresponds to the pat- 
tern of growth from 1950 to 1955.** 

So far as the pattern of consumption is 
concerned, the forecast shown in Table 1 
is made. 

In what is essentially a technical judg- 
ment, Schurr and Netschert argue that 
United States energy requirements can be 
met out of domestic resources at least until 
1975 without increasing the real cost of 
energy. This conclusion is based on an 
evaluation of the nation’s resource base 
and of the development of the available 
resources which may reasonably be an- 
ticipated. It assumes that technological 
progress will continue to improve the pro- 
cesses of resource recovery. 

It is reassuring that these experts feel 
that sufficient energy at reasonable cost 
may be available from domestic sources 
for some time to come. But the Schurr 
and Netschert analysis was not designed 
to look into the important question as to 
whether it might be possible to reduce the 
cost of energy. 


INTERNATIONAL CONSIDERATIONS 


This country’s policy with regard to 
energy has a number of international im- 
plications. These tend to be overlooked 
in view of the various domestic pressures. 
The international considerations of energy 
policy center around the balance-of- 
payments problem and our relationship 
with foreign countries. 

Since 1958 the United States has ex- 
perienced substantial balance-of-payments 
deficits which have resulted in large out- 





*” For estimating purposes a 4.0 percent an- 
nual increase in real GNP was assumed. 
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Table 1 
FORECAST PATTERN OF U.S. ENERGY CONSUMPTION 


(Conventional energy sources only") 











1955 1975 
Percent 
Energy: Percent share Percent share increase 
source Quantity in total Quantity in total 1955-75 
(BTU basis) (BTU basis) 
Coal (million tons) 451 29 768 25 70 
Oil (million barrels) 3,034 44 5,923 45 95 
Natural gas (billion cubic feet) 9,614 24 19 ,881 27 107 
Hydroelectricity (billion kwh.) 120 3 265 3 121 





® Nuclear energy is not expected to account for more than 2 to 4 percent of total energy use in 1975. 
Source: Sam H. Schurr and Bruce C. Netschert, Energy in the American Economy, 1850-1975 (Baltimore: Johns 


Hopkins Press, 1960), p. 5. 


flows of gold. Petroleum is now the largest 
single item in the list of United States 
imports and therefore the implications of 
fuel policy for the United States balance 
of payments merit consideration. 

As a first approach it may be argued 
that the less (fuels) the United States 
imports the greater is our export surplus. 
This is true so far as it goes. On the 
other hand, it can be pointed out that 
energy is an important, and in some in- 
dustries very important, cost item. There- 
fore, if American industry cannot obtain 
the lower-cost energy that is available 
abroad, United States export prices will 
be relatively higher and our competitive 
position in the world worsened. It may 
well be in our interest to lower our energy 
costs and thus be more competitive in 
manufactured goods. 

Energy costs are not only higher in the 
United States than they are abroad, as 
has been indicated, but they are likely to 
stay higher in the future. Some estimates 
are available for oil. These show that for 
the years 1957-67 the total investment 
cost of adding a daily barrel of capacity 
in the United States is estimated to be 
more than three times that in the free 


foreign area ($23,351 versus $7,206). The 


difference is even more striking if produc- 
tion costs alone are considered ($19,343 
versus $2,879).2° These differences in 
investment costs are bound to show up in 
the widening of cost differences to the 
further detriment of our competitive 
position. 

Relationships with other countries con- 
cerning energy policy have numerous 
facets. From a strictly commercial point 
of view our national fuels policy will 
strongly influence the policies of other 
countries and groups of countries. On the 
basis of the principle of reciprocity, under 
a liberal policy the United States can ex- 
pect better treatment of American exports 
and of American-owned companies doing 
business abroad. Increased exports, of 
course, would bolster our trade surplus 
and the repatriation of profits by Ameri- 
can-owned companies abroad would also 
aid our balance of payments. 

There are problems also with regard to 
our relationship with the countries which 
produce oil in the Middle East and in 
South America. There is at present a 
large potential surplus of oil in the world. 





* Calculated from data in Future Growth of 
the World Petroleum Industry (New York: 
Chase Manhattan Bank, November, 1958). 
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The exclusion of the United States as a 
potential market helps to aggravate the 
surplus problem elsewhere. The suppliers 
of oil are underdeveloped countries whose 
economic development and political 
friendship we desire. By limiting their 
exports to the United States, we tend to 
invalidate our aid efforts and other diplo- 
matic endeavors. 

Finally, another international implica- 
tion of the energy question concerns nu- 
clear power. On a commercial basis, 
nuclear power cannot in most cases pay 
for itself in the next decade or two. How- 
ever, atomic energy is a scientifically ad- 
vanced industry. To maintain American 
technical leadership in this field, the 
United States government may well find 
it necessary to encourage the development 
of nuclear power even if this is not justi- 
fiable in terms of short-term economic 
considerations. The underdeveloped coun- 
tries in particular are very keen on taking 
advantage of any development nuclear 
power can offer. They look to the indus- 
trially advanced countries, and especially 
the United States, for leadership in nu- 
clear energy for peaceful uses. 


GUIDELINES FOR A NATIONAL FUELS POLICY 


The discussion here has drawn a _ pic- 
ture of economic problems in the energy 
field — of depressed and highly competi- 
tive markets, of conflicting regulation, of 
protectionism, and of misallocation. 

As we have already indicated, the lack 
of a national policy is in itself a policy 
choice. In a way the United States at 
present possesses a policy. The burden of 
the argument of this paper is that this 
country’s energy policy lacks goals and is 
uncoordinated and often contradictory. 
A coordinated approach on the national 
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level is needed. It would begin with a 
comprehensive study which might lead to 
the development of a national fuels policy. 

The basic problem of a national fuels 
policy is the need to reconcile diverse and 
conflicting interests. On the one hand are 
the requirements of the consumer, who 
seeks low-cost energy, either for direct use, 
or as a component of the manufactured 
goods he purchases, or as a part of the 
goods exchanged abroad. On the other 
hand are the objectives of energy pro- 
ducers. These may aim for maintenance — 
of relatively high energy prices, a stabi- 
lized situation which will enable them to 
earn a satisfactory return on their invest- 
ments. But the producers of energy do 
not share the same common interest since 
the different energy sources compete with 
one another for what is, after all, a limited 
market. Thirdly, there are the interests 
of the nation. In this class we place the 
considerations which are not usually taken 
into account by the market mechanism. 
These include questions of national de- 
fense and security, relationships with 
other countries, social considerations such 
as employment, and to some extent the 
nation’s preferences with regard to con- 
servation and long-term resource avail- 
ability. 

The reconciliation of these objectives is 
a difficult task indeed, but this does not 
mean that a national fuels policy must be 
dirigiste in orientation. The preferred ap- 
proach in a mixed market economy is to 
employ the market mechanism whenever 
possible and to supplement it in those in- 
stances where its operation conflicts with 
social objectives. It is important to stress 
that an energy policy must, as much as 
possible, avoid production, price, or “end 
use” controls. Any policy should be con- 
sistent with the predominantly market- 








THE QUESTION OF A NATIONAL FUELS POLICY 15 


determined nature of the United States 
economy. 

What then, should be the guidelines of 
a national energy policy? 

(1) To make energy available at the 
lowest possible cost. Energy is a cost item 
in production. Therefore the primary aim 
of an energy policy ought to be to provide 
energy at the lowest possible price. For 
this it is not sufficient that energy costs in 
the future be maintained at present levels 
and without increases. As energy costs 
can be reduced, it is essential that these 
reductions be made. For a long period 
the rapid development of the American 
economy has been stimulated by the avail- 
ability of relatively inexpensive energy. 
Low-cost energy will encourage capital 
investment in new energy-intensive tech- 
nology which will tend to speed up eco- 
nomic growth. The cost of energy in other 
countries has been falling rapidly. A pol- 
icy of low-cost energy in the United States 
would help to improve the threatened 
competitive position of American industry 
in world markets. 


(2) To achieve economically sound de- 
velopment of American resources. The 
development of American resources should 
be put on a sound economic basis. This 
means that economic criteria, preferably 
working through the market mechanism, 
should in the final analysis determine the 
extent of resource development, the choice 
between alternative sources of energy, and 
the level of energy product imports. 

A policy of low-cost energy would be 
consistent in the long run with the eco- 
nomically sound development of Ameri- 
can energy resources. Continuation of 
present policies which, as we have indi- 
cated, tend to protect inefficient producers 
would not only maintain improper allo- 
cation of investment funds but would ag- 


gravate the situation and would in the 
end make the necessary corrective process 
even more difficult. 


(3) To consider noneconomic factors, 
recognizing their full cost. The most im- 
portant of the noneconomic considerations 
center around our national defense. The 
nation’s need for energy in an emergency 
would be very large indeed. Intelligent 
provision must be made for such an even- 
tuality. As with other national security 
decisions, a choice must be made with 
regard to the share of the nation’s flow 
of income which should be diverted for 
this purpose. Such a choice requires care- 
ful recognition of the cost to the economy 
of any policy measures to be taken. The 
justification of “national defense” should 
not be used as a carte blanche for pro- 
tectionism or economic favoritism. 

Secondly, as we have already stressed, 
energy policy must consider relationships 
with other countries. One must consider 
the effects which import limitations have 
on the market outlets of energy producers 
and their likely response. This represents 
a political issue of considerable importance 
which, as in the case of national defense, 
must be weighed in the light of all rele- 
vant alternatives. 

Thirdly, and no less important, there 
are domestic social considerations. The 
high level of unemployment in the Penn- 
sylvania coal mines cannot be ignored in 
the establishment of an energy policy. 
Nor can one ignore the fact that the pol- 
icy has to begin with the status quo. This 
means that inefficient mines and marginal 
oil wells are in operation. Almost any 
change toward a liberal energy policy 
would jeopardize the interests of marginal 
producers, and their adjustment during a 
period of transition may have to be 
facilitated. 











In each of these instances a conscious 
consideration of costs and of alternatives 
would assure an economically sound 
policy. 

To sum up, a national policy with re- 
gard to energy might evoke the criticism 
that it would increase the extent of gov- 
ernment intervention in the economy. 
This is not necessarily so. As has been 
indicated, considerable intervention al- 
ready occurs. The national policy envi- 
sioned here is a coordinated policy guided 
by the principles of a free enterprise econ- 
omy. It is consistent to take a coordi- 
nated national approach to energy prob- 
lems and to deal with these matters as 
much as possible through the mechanism 
of the free market. Such an approach 
may well reduce the degree of direct gov- 
ernment intervention. Moreover, policy 
decisions would be guided by a coordi- 
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nated view of economic considerations 
rather than by a host of conflicting in- 
fluences. 

The proposed study of a “national fuels 
policy” ought to focus on two objectives. 
First, it should focus on ways to coordi- 
nate policy in the different energy fields 
and to eliminate present contradictory 
actions — on ways to harmonize jurisdic- 
tions. A coordinated policy would be an 
improvement over the present situation. 
Second, it should focus on how, beginning 
with the status quo, a new energy policy 
can be implemented. The key to success 
must be in the gradual, but steady, imple- 
mentation of a liberal policy. This pro- 
cedure would minimize the immediate 
social cost of a liberal policy, but would, 
in the end, produce the desired results in 
terms of the nation’s over-all economic 
interests. 














A New Diplomacy for Underdeveloped Areas 


Elizabeth E. Hoyt 


“American free enterprise is rapidly en- 
tering the field of diplomacy. For better 
or worse the private dollar and the public 
dollar are carrying the flag together.” 
These words, by Clarence Randall, chair- 
man of the board of Inland Steel, intro- 
duce us to the successes (and mistakes) 
of American businessmen overseas. It is 
very possible that with conditions as they 
are today in underdeveloped countries the 
private dollar in the long run has greater 
power. We are only beginning to realize 
its constructive and also its disorganizing 
influence in the underdeveloped countries 
of the world. 

The impression that people in under- 
developed countries get of us comes 
largely from their contacts with us as 
people. It does not come primarily from 
what we say about ourselves, and it comes 
only partly from the money which our 
government makes available for their use. 
What really impresses the people of these 
countries is not what we say private en- 
terprise does, but what they believe it 
does, especially what they see it doing: 
its relations with its workers, with other 
businesses, and with the government of 
the countries — above all, its effects on 
the total economy in which it operates. 
If a powerful United States firm has a 
bad reputation in these relations, the 
word travels all over the country, into 
adjoining countries, and through the free- 
masonry of workers’ movements, even all 


over the world. A good example is pro- 
vided by the United Fruit Company, one 
of the largest American companies oper- 
ating in Central America. At one time it 
was said of United Fruit that in the 
countries where it operated it wielded 
more influence than their governments, 
and it was held up both as an example 
of the virtues of United States enterprise 
in transforming the economies of under- 
developed countries and as an example of 
the worst kinds of social, economic, and 
even political exploitation." Some of the 
company’s questionable activities, now 
regretted and repudiated as policies by 





* United Fruit has been the subject of many 
articles and books. Of the latter, the latest is 
Stacy May and Galo Plaza, United Fruit Com- 
pany in Latin America (Washington: National 
Planning Association, 1958). Others are, in the 
order of their publication: F. U. Adams, Con- 
quest of the Tropics, the Story of the Creative 
Enterprises Conducted by the United Fruit 
Company (Garden City: Doubleday, Page, 
1914); C. D. Kepner, The Banana Empire, a 
Case Study of Economic Imperialism (New 
York: Vanguard, 1935); C. D. Kepner, Social 
Aspects of the Banana Industry (New York: 
Columbia University Press, 1936); C. M. Wil- 
son, Empire in Green and Gold (New York: 
Holt, 1947). These books represent very dif- 
ferent emotional attitudes toward United Fruit. 
The National Planning Association’s study 
aimed to be impartial, but it also has been 
severely criticized, and demands have been 
made, both in the United States and in Latin 
America, that the National Planning Association 
withdraw it and issue another study. The ob- 
jection was not so much that the NPA spoke 
untruthfully as that it omitted important aspects 
of the truth. 
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the firm itself, are still living realities to 
many citizens of other countries, who may 
know little else about the United States. 
Stories of some of these activities have 
been incorporated into native literature? 
and have become a part of the folklore of 
workers’ movements in underdeveloped 
countries everywhere, whereas people in 
the United States may know nothing 
about them at all. Accounts of abuses, 
sometimes exaggerated, take a long time 
to die; some of them relating to United 
Fruit have recently reached the writer 
from India. 

Fortunately we are beginning to appre- 
ciate that we need a new diplomacy and 
are approaching our relations abroad with 
a greater awareness of their long-run 
significance. This greater seriousness has 
been called forth both by increase of com- 
munication and by fear, as we realize that 
despite all apparent logic we are not 
necessarily succeeding by our old methods. 
“Alert management should realize that 
behind the dollar facade of American 
business efforts in many places overseas 
there exists a state of faulty relations that 
can blow up at any time,” declares one 
public-relations man in the Middle East.* 
The remedy, however, is far deeper than 
the intensified public-relations program 
which he proposes to awaken these peo- 
ple to a consciousness of our virtues and 
to give them some “worth-while ideals.” 
These ideals are ours, of course, and 





* See, for example, R. Amaya-Amador, Prision 
Verde (Mexico City: Editorial Latina, 1950), 
a tragic novel, the scene laid on United Fruit 
plantations in Honduras. See also R. A. 
Latcham, Chuquicamata, Estado Yankee (San- 
tiago, Chile: Nascimento, 1926), on Anaconda 
Copper. 

*W. Jack Butler, “Public Relations for In- 
dustry in Under-Developed Countries,” Harvard 
Business Review, Vol. 30, No. 5 (September- 
October, 1952), p. 63. 
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worth while to us, but they do not appear 
in the same light abroad. 

Some Americans realize this. For one 
thing we are beginning to see that these 
basic issues need something more than 
promotion and exhortation urging the 
American people, and businessmen in par- 
ticular, to spread more propaganda for 
free private enterprise. Indeed, our neigh- 
bors may feel they know us too well al- 
ready, and more exhortation rubs salt into 
a wound. For another thing, there is now 
relatively less of the type of “research” 
that ascribes the successes of our business 
abroad to the unique intelligence and 
vision of our businessmen and the failures 
to the stupidity, ill-will, intrigue, and 
Communist machinations of others.‘ 

But although this realization is already 
important, it is not increasing fast enough. 
Fear of Communism —or any fear, for 
that matter—is an approach, but a 
backhanded and inadequate approach, to 
the basic issues created by modern indus- 
trial development in an underdeveloped 
area. When modern industry comes in, it 
brings many possible benefits but it also 
upsets the adjustment of the people to 
their prevailing economic and social life. 
Although their economy was functioning 
at a low productive level, it was function- 
ing (except in times of exceptional dis- 
aster) without great stress or strain. In 
the words of the economist, it was in rela- 
tive equilibrium. 

Economic development, however, brings 
stress and strain with it and the changes 
have an impact far beyond their point of 





* On the general matter of need for a changed 
attitude, and what it implies, see David E. 
Lilienthal, The Multinational Corporation 
(New York: Development and Resources Cor- 
poration, 1960). As compared with this article, 
Mr. Lilienthal puts relatively more stress on 
cooperation with governments and relatively 
less on business initiative as such. 








-— 
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origin. Thus there is need of various new 
adjustments which may be very difficult 
to make. We, looking at the ultimate 
benefits of the new development, are 
rather impatient with the difficulties that 
arise and think that upset balances should 
be quickly taken care of. Economists and 
businessmen, particularly, who as a group 
are the persons most conscious of ultimate 
benefits, are most prone to underestimate 
the strains on people who do not have the 
same knowledge. 

Although there has recently been much 
study of the new human and social 
stresses and strains introduced by modern 
economic development, the basic issues 
have not penetrated far as yet into the 
literature of economics. Economists and 
businessmen still regard economic de- 
velopment as primarily a matter of pro- 
viding capital and technology for a region 
where valuable natural resources exist and 
where there is a potential supply of labor. 
In the broader area of social science and 
mental hygiene, economic development in- 
volves more than this: it involves the 
adjustment of men to changes which are 
often painful and difficult. The best- 
known book presenting these matters is 
a manual prepared for the World Fed- 
eration for Mental Health under the 
editorship of Margaret Mead, Cultural 
Patterns and Technical Change.5 

The fifth chapter of the book, “Specific 
Mental Health Implications of Technical 
Change,” spells out some of the changes 
which have upset the people — the frag- 
mentation of the family is one — and 





* Paris: UNESCO, 1953. It gives a bibliog- 
raphy of nearly 500 publications pertinent to 
social reactions to technical change up to the 
year 1951. A committee of 19 American 
scholars were advisors for the book. There was, 
however, only one economist among them, sug- 
vesting the need of more _ inter-disciplinary 
communication. 


discusses a variety of difficulties and 
symptoms which have followed such up- 
sets. These include inertia and apathy, 
alcoholism and drug addiction, increase of 
crime, and violent political movements. 

Since the publication of this book we 
have had more striking examples of com- 
bined economic and political confusion 
than any examples mentioned therein. 
Published in March, 1961, is a poem, 
“Dawn in the Heart of Africa,” by Patrice 
Lumumba, in which he rejoices in “the 
white man turning pallid” as the fetters 
of his past economic and political mastery 
are broken. Americans, of course, were 
not the major actors in economic enter- 
prise in the Congo, but Americans can 
learn from it that apparently peaceful 
and successful development can suddenly 
appear as something very different at its 
core.*® 

With the foregoing remarks as back- 
ground let us now turn to a consideration 
of private industry’s relations with and 
influence in underdeveloped countries. 
The subject will be discussed under three 
heads: relations of private industry with 
workers; the relations of the firm with 
other businesses and the government of 
the country; and the upset equilibrium to 
which private industry contributes, and 
what private industry is doing to meet the 
new problems created by the changes 
which it introduces. 


PRIVATE INDUSTRY AND ITS WORKERS 
There are two levels of depth in the 





*It seemed to the writer, who was in the 
Congo in 1950, that economic enterprise was 
forcing the people into a kind of life to which 
they were not, as yet at least, sympathetic. 
Many people said, however, that the Belgians 
had finally conquered the problem of economic 
development of Africans, and propaganda to 
that effect reached the writer monthly, from 
the Belgian government, until last June. 
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in-plant relations of industry and workers. 
The first, and most obvious, is what might 
be called the courtesies of human relation- 
ships; it is so obvious that one might at 
first think any discussion superfluous. 
Within the United States, it is not a 
major problem today, but it has a differ- 
ent significance in underdeveloped coun- 
tries. The typical United States worker 
feels himself as good as anybody else, but 
the foreigner in an inferior position under 
a firm from outside is much more sensi- 
tive, although he may not say anything to 
the boss. It is worth noting that the ab- 
sence of courtesy in company-worker 
relationships is a note continually struck 
in the United Fruit novel referred to 
earlier. A most important reference in 
English to the practical significance of 
such relationships is the Report and Pro- 
ceedings of the Duke of Edinburgh’s 
Study Conference on the Human Prob- 
lems of Industrial Communities,’ which 
brought together nearly 300 leaders in 
economic production from 30 areas and 
corners of the British Commonwealth, 
from Aden to Uganda. The fact that no 
comparable reference can be found for 
the United States highlights one of the 
chief differences in the British and Amer- 
ican situations in underdeveloped coun- 
tries. We go into an area with recognition 
of few responsibilities except production 
responsibilities, and imagine if we handle 
these intelligently the rest will take care 
of themselves, at least in time; but the 
British, a colonial power, considered at 
a much earlier stage the all-around effects 
of their economic policies in underde- 
veloped regions. Here we have one good 
thing to be said for some modern colo- 

Allied to the matter of courtesy is that 





"In two volumes. London: Oxford, 1957. 
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of appreciation of cultural differences. 
Both were involved, for example, among 
the workers on sisal estates in Tanganyika, 
where there was labor turnover with a 
vengeance. An employer who thought his 
relations with his workers were all good 
might wake up some morning to find that 
the whole force had decamped during 
the night. A visit to the area revealed 
that one factor, in addition to the inability 
of the employer to effect real communi- 
cation, was the housing provided for the 
workers. 

The writer had an opportunity to gain 
insight into the importance of housing in 
Tiquisate, headquarters of the United 
Fruit Company on the west coast of. 
Guatemala. The company prided itself 
on the housing it gave its workers, and in 
full-page advertisements in the Guatemala 
press it pictured the housing and told of 
its excellence; among other things, the 
row houses were screened against malaria- 
bearing mosquitoes, they were raised on 
stilts above the damp earth, and running 
water was provided in rows of outside 
toilets. But a visitor who mingled with 
the workers in Tiquisate would not be 
long in suspecting that the people did not 
like the housing; and dissatisfaction with 
it contributed to other dissatisfactions. 
The method used to obtain evidence was 
to have an essay on “What I should like 
my home to be” assigned to the children 
in the highest grade of the company’s 
school. Not a single child mentioned the 
value of such facilities as the company 
provided; the things mentioned were 
above all the need of privacy for good 
family relations, the desire to have a little 
garden for flowers or food, the wish to 
keep chickens or a pet. The same subject 
was assigned to children of the same age 
in a United States school, and the essays 
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there put their emphasis on household 
equipment with little reference to family 
relations or relations with neighbors. At 
the same time, however, at another center 
of economic development, Cantel, some 
75 miles from Tiquisate, a native Guate- 
malan firm had what appeared to be the 
most successful experiment in workers’ 
housing that the writer saw in any coun- 
try. Here a native architect had planned 
the houses, which for purposes of econ- 
omy were duplex, but with outside doors 
on opposite sides of the building, so that 
each family had a partially secluded en- 
trance and a patio area. In accordance 
with Guatemalan custom there was also 
free use of color on the outside walls. 
This experiment was unnoticed by United 
Fruit. 


RELATIONS WITH OTHER FIRMS 
AND WITH GOVERNMENT 


It is hardly possible to overstress the 
need for communication among business 
firms in an underdeveloped country, so 
that awareness of the significance of dif- 
ferences in cultural backgrounds can be 
spread and the influence of successful poli- 
cies maximized. An outstanding example 
of contrast in communication among firms 
in the same industry (sugar) is that be- 
tween Cuba and Jamaica. In Jamaica 
there is a Sugar Industry Labor Welfare 
Board, on which sugar firms meet with 
workers’ representatives and with govern- 
ment to discuss the most important policies 
which need to be implemented and then 
to implement them, using as a guide the 
successful experiments already made. At 
present the emphasis is being put on san- 
itation, housing, and community develop- 
ment, built on the culture already present 
in the country. British Guiana has a sim- 
ilar board. In Cuba the writer visited one 


United States sugar estate which was ex- 
tremely successful in its relations with its 
workers, but it operated as an island: 
there was no organization among sugar 
firms by which the principles of such 
success were spread.*® 

The business relations of a firm with 
the people of the underdeveloped coun- 
try, with other firms, and with govern- 
ment offer opportunities for diplomacy 
which may be as great as those of firms 
with workers, but it is in some cases even 
harder to know what they can most intel- 
ligently be. To begin with, there is a 
growing movement among some firms to 
encourage nationals of the country to own 
stock in the firms. In some cases there are 
joint ventures with foreigners and _lli- 
ances with subsidiaries which may be 
largely native-owned. This movement will 
not be discussed, except to say that in 
some cases such partial native ownership 
may be a safeguard to the survival of the 
original company itself.® 

Related to this is the attitude of the 
outside company to the encouragement of 
other private enterprise generally. The 
firm often needs, for its own operations 
and to keep both its imported employees 
and its native workers happy, services and 
supplies which the native economy does 
not yet provide or provides inefficiently. 
These range from railroads and telegraph 
lines to cafeteria service in a single plant. 
If the firm waits for outside initiative, it 
may wait a long time; if it does these 





*It is noteworthy that in Venezuela, Creole 
Petroleum Corporation, which has made great 
efforts to provide housing and community de- 
velopment projects in harmony with the cul- 
tural background of its workers, has recognized 
the need for communication on these matters 
with others in Venezuela. 

*L. Gordon, “Private Enterprise and Inter- 
national Development,” Harvard Business Re- 
view, Vol. 38, No. 4 (July-August, 1960), p. 
138. 
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things itself, it lays itself open to the 
charge of capitalist imperialism, and may 
directly or indirectly discourage other en- 
terprise within the country; in fact the 
charge has been made that some of our 
firms have checked private enterprise.’ 
When the charge of economic imperialism 
is made and believed, it naturally becomes 
much easier for a government in time of 
stress to take over the firm’s operations 
altogether. 

As the foreign government comes into 
the picture of a firm’s business we see it 
usually as taking the initiative and leav- 
ing the firm no choice. Examples include 
not only taxes, share of profits, proportion 
of employees who must be nationals of 
the country, requirements as to wages and 
services which must be provided to work- 
ers, and laws as to ownership of commis- 
saries—in Venezuela the government 
even specifies the goods to be sold in com- 
missaries and the prices at which they 
must be sold. These laws and regulations 
are too complex in origin to be charac- 
terized in any one way,"* and when they 
are felt to be unwise or unjust the real 
question is what can be done to provide 
understanding now. To this, the next sec- 
tion affords a partial answer. 


When a firm, particularly an outside 
firm, operates in an underdeveloped coun- 
try the whole equilibrium of the country 
is affected, and in this we have what are, 
in the long run, the most threatening 
effects of economic development. But 
these effects do not show up at first and 


“ Specifically, the charge has been made 
against the United Fruit Company, which for- 
merly bought or forced small banana growers 
out of business. Now, in Ecuador, it is buying 
all its bananas from growers in the country. 

™ See L. Gordon, loc. cit., pp. 134-38. 





22 QUARTERLY REVIEW OF ECONOMICS AND BUSINESS 


until recently, at least, American firms 
have usually disregarded them. This is by 
far the most serious liability of much 
American private enterprise as compared 
with the somewhat more enlightened pol- 
icies of some British firms in their colonial 
territories, and still more as compared 
with certain Communist policies which 
recognize, and attempt to meet, the tre- 
mendous economic and social disturbances 
brought about by introducing modern 
methods of production into “backward” 
areas. 

One of these policies is that the persons 
by whom change is introduced come into 
friendly contact with the rank and file of 
those with whom they work. For exam- 
ple, Russians not only act as managers 
when new economic enterprises are set up 
but some of them work alongside native 
people. They give awards" to outstand- 
ing native workers and hold festivities in 
which all join to honor these workers. 
Also Russians who come into an under- 
developed area adopt a style of living not 
very different from that of the common 
people with whom they are making their 
contacts. This serves to lessen the tensions 
that arise when two very different styles 
of living are brought closely together for 
common ends. How different is the prac- 
tice, which the writer has seen, of setting 
up high barbed-wire fences to separate the 
homes of the American personnel from 
those of the common workers and of sta- 
tioning armed police at the entrance to 
the living quarters of the “first-class” em- 
ployees. Since our standard of living de- 
mands more goods and services than does 
the Russian, it is harder for Americans to 
“come down” as we would say. 

It is true that we do not agree with 





* Not necessarily monetary awards, though 
they include trips to Moscow. 
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Communist methods of forced change, 
but it is also true that the practice of 
Communist governments appears to show 
them to be more aware of the over-all 
effects of change, and their profound sig- 
nificance, than are American private firms 
in similar situations. 

Not only is there a difference in method 
between our policies and those of the 
Russians, there is also a difference in the 
theories behind method, which is the most 
significant thing of all. This difference is 
discussed by Lucian Pye in “Soviet and 
American Styles in Foreign Aid.”** We 
are more optimistic, he says, with regard 
to the ease with which economic and so- 
cial transformations can be effected. We 
believe that the advantages of our system, 
if properly explained, should speak for 
themselves, and so, trusting to the long 
run, we do not need to pay much atten- 
tion to day-to-day pressures. We have, 
moreover, “conceived of our foreign aid 
as providing not just the physical basis 
but also the psychological atmosphere 
necessary for the establishment of a more 
stable world.”** The Russian theory, on 
the other hand, is that the long run is de- 
termined by the “laws of history” or forces 
outside of our present control; the prob- 
lems which demand our attention now 
are the immediate problems. However 
much greater the long-run advantages of 
our system are, these are not usually ap- 
parent in underdeveloped countries, es- 
pecially not as compared with promises 
of immediate gain and the immediate dis- 
play of apparent brotherhood. 

In short, Americans do not realize that 
the situation in which we achieved our 
success was and is, in many respects, a 





* Orbis, Vol. 4, No. 2 (Summer, 1960), pp. 
159-73. 
* Ibid., p. 161. 


unique situation. We are too much a part 
of it to regard it objectively; it appears 
“natural” to us because our cultural vision 
is largely bound by it. Our founding 
fathers were a group noted for their enter- 
prise and they soon discovered that which 
they could not have foreseen: that their 
unexploited continent was rich in those 
particular natural resources which the 
new agrarian and industrial revolutions 
demanded. Our children grow up with 
a considerable sophistication in economics 
derived from their social and physical en- 
vironment, where a great variety of con- 
sumers’ demands are well established and 
rapidly rising, where there is widespread 
education, more or less objective commu- 
nication, and the people have some polit- 
ical experience and responsibility. The 
theory of the advantages of free private 
enterprise could never have had a more 
suitable setting. 

The same theory can work under less 
favorable outer conditions, but in them 
its advantages are not so self-evident. In 
large areas of most underdeveloped lands 
of the world, there are no strikingly val- 
uable natural resources; and even when 
these resources exist it is hard to find an 
enterprising body of native workers willing 
to wait for future rewards. In these coun- 
tries not only is an agrarian and industrial 
and commercial revolution required for 
the future — a social and political revolu- 
tion is going on now. This demands im- 
mediate returns, or the appearance of 
them, for the masses, and especially for 
those who undertake to lead the masses. 
Not realizing how profound is this social 
and political revolution, we have paid 
much more attention to the importance 
of technology than to that of social and 
political change. Our actual expenditures 
to bring about economic development in 
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poor areas are far larger than those of the 
Soviets and our technologies are a greater 
potential contribution to economic change 
than any technologies introduced by them. 
But we have largely overlooked the im- 
portance of the immediate social and po- 
litical side of change, tying ourselves up 
in many instances to native institutions 
which are now on the way out, and meet- 
ing new issues by strong affirmations of 
our own faith, rather than by studying the 
best conditions to bring about its accept- 
ance by others. 

Some of the disturbing effects of mod- 
ern enterprise in an underdeveloped coun- 
try may be followed easily. When a new 
firm comes in, those effects go much fur- 
ther than the firm’s own workers. To 
begin with, a new firm usually pays more 
than the going rate of wages. One result 
of this is a greater mobility among workers 
in the country. Whether or not the firm 
provides housing for families, many men 
leave their families, some temporarily and 
some permanently, and the countryside or 
native village becomes a different place 
without them. When family life is sud- 
denly broken, personal insecurity increases. 
Another point is that along with emphasis 
on cash crops, there may be some deteri- 
oration in native agriculture, especially in 
the production of balanced diet (though 
other changes may compensate for this in 
the long run). Both the economic and 
social effects of such changes are various 
and most of them carry danger. 

The higher wages paid by a firm which 
can afford to pay them lead, sooner or 
later, to demand for higher wages in 
other parts of the economy. The ultimate 
effects of this may be greater efficiency in 
production, but the immediate result is 
usually confusion. Some of the new con- 
fusions are attributed to the outside firm; 


but whatever they are attributed to, they 
have political consequences. The very 
presence of an outside firm in the econ- 
omy attracts agitators from outside, who 
do not confine their activities to the firm’s 
own workers. It is easy for agitators to 
say that under a different form of gov- 
ernment everything would be better. 

Another example of confusion lies in 
the fact that the development of con- 
sumers’ markets does not parallel the in- 
crease of purchasing power of workers. 
Some workers come to centers of employ- 
ment with a definite object of savings in 
mind, in order to set up some small busi- 
ness of their own. Others spend their 
wages for a variety (usually a small va- 
riety) of accustomed purchases, and then 
there is little to buy except more of what 
has been bought already. The writer has 
seen some cases where a worker living in 
a one-room hut bought three bicycles or 
ten pairs of shoes. More commonly, how- 
ever, unless prevented by law, traffic in 
liquor is likely to increase. This activity 
is easily expanded and makes small de- 
mands on the abilities of the marketing 
specialist. On the west coast of Guate- 
mala and of Costa Rica, trainloads of 
prostitutes came in on United Fruit pay- 
days, to make up, as it were, for the lack 
of imagination in the offerings of the 
markets. It is not surprising that labor 
turnover is high in such centers of em- 
ployment. 

When the writer discussed this with offi- 
cials of the companies in Central America 
and in other parts of the world where 
something similar took place, their first 
reply was that it was none of their busi- 
ness what their workers did with their 
wages. That is true, but it is only a 
partial view; it is also true that in many 
parts of the world there is a lag between 
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production operations and consumer mar- 
kets, and in a private enterprise economy 
it would be to the economic and social 
advantage of everybody to provide work- 
ers with alternative means for spending 
their money. In two cases familiar to the 
writer (one in Tanganyika, one in Ja- 
maica) the employer had tried to interest 
his workers in better household operation 
by setting up on his premises a model 
small house with furnishings similar to 
those his workers already had, but fur- 
nishings of greater variety and better 
quality, which were also locally obtainable. 
It is possible that governments in under- 
developed areas have done more than em- 
ployers to encourage the development of 
consumer markets and the education that 
goes with them; at all events such experi- 
ments have been carried out by the gov- 
ernment of India and by the (Danish) 
government of Greenland, as well as by 
the Soviet government. 


WHAT CAN BE DONE 


Private business in a country has no 
technical or legal responsibility to study 
the causes of the disequilibrium which it 
has introduced or to provide means by 
which a new equilibrium can be reached, 
either for its own workers or for the econ- 
omy as a whole. But if no one assumes 
this responsibility, the consequences can 
be catastrophic. 

Efforts which American firms have 
made to recognize the seriousness of the 
upset equilibrium fall under three main 
heads: education, social services, and 
research.*® 





*In the replies which the writer received to 
an inquiry to firms in underdeveloped areas as 
to their services to the countries in which they 
operated, other than through their production 
operations, publications of historical or arch- 


By far the most frequent efforts relate 
to education and are found at all levels 
of education from nursery school to uni- 
versity, including “practical” education in 
skills, given on a broader basis than for 
the immediate interests of the firm itself. 

Creole Petroleum Corporation has es- 
tablished a foundation for the advance- 
ment of education of various types in 
Venezuela. Its gift of $240,000 to the 
Institute of International Education for 
the improvement of elementary rural 
schools in Venezuela was announced in 
the winter of 1959. The two leading 
United States firms in Jamaica have made 
major contributions for advanced educa- 
tion, especially to the University College 
of the West Indies. In Jamaica, too, the 
leading firms, including United States 
firms, are carrying on a program for train- 
ing in skills which is not directly tied to 
their own employment. The United Fruit 
Company maintains completely at its own 
expense an agricultural school in Hon- 
duras, for the training of boys throughout 
Central America, and past or future con- 
nection with the company is not a cri- 
terion for acceptance. The Arabian- 
American Oil Company contributes large 
sums to various types of education, pri- 
mary to university, on a basis broader than 
service to the company’s own workers. 

Certain efforts of private organizations 
emphasizing education and also social 
service call for special comment because 
they involve cooperation between firms 
and government and in two cases, in mak- 
ing applications to local situations, involve 
cooperation among firms also. 

The first of these is the work of the 





aeological interest were mentioned, also tributes 
to rulers. As these contribute very little if at 
all to the solution of problems of cultural 
change, however excellent they may be other- 
wise, they are not discussed here. 
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Ford Foundation in education, particu- 
larly grass-roots education, especially in 
India. In this there is cooperation with 
the government of India. 

A second is the American International 
Association for Economic and Social De- 
velopment. The work of the International 
Basic Economy Research Institute (re- 
search in agriculture and in extension of 
good agricultural practices) is merged 
with it. The American International 
Association is a private philanthropy 
founded by Nelson Rockefeller in 1946; 
and in Venezuela support for it comes, in 
part, from five oil companies, of which 
four are American and one is Dutch. The 
association is interested especially in dis- 
semination of knowledge about better 
technical practices and in the improve- 
ment of the material conditions of living 
in the home, especially in South America, 
where it operates. It endeavors to set up 
programs in such sympathy with local 
practices that they will eventually be 
taken over by local or broader government 
agencies; some already have been taken 
over. 

A third example is the Iranian Con- 
sortium of oil companies, largely British 
and American, but also Dutch and French. 
This, although it was originally founded 
to further production, is now voluntarily 
extending its service in education, in con- 
sultation and cooperation with the Na- 
tional Iranian Oil Company and the 
Iranian government. 

The fourth example is the oldest one, 
started about twenty years ago in Ja- 
maica, at a time when the activities of the 
large-scale banana producers on the island 
had brought much distress to many small 
growers of bananas. Norman Manley, 
now Jamaica’s chief minister, was then in 
the employ of the United Fruit Company, 


and he and Samuel Zemurray, president 
of the company, worked out a plan 
whereby the company would make avail- 
able a sum (related to banana exports) 
for the improvement of living in rural 
Jamaica, through community organiza- 
tion, including extension. education. Not 
long after the plan was put in operation 
a banana disease wiped out most of the 
plantations, and United Fruit withdrew 
most of its operations from Jamaica. But 
Jamaica Welfare, as the plan was called, 
had been so successful and so well re- 
ceived that the government itself con- 
tinued it, and it still performs a major 
part of community development through- 
out the island, under the name of the 
Jamaica Social Welfare Commission. The 
plan became an inspiration to other agen- 
cies later set up, including the Sugar In- 
dustry Labor Welfare Board in Jamaica 
and the similar board in British Guiana, 
mentioned earlier. This example is par- 
ticularly noteworthy because it set a prece- 
dent in community development.*® 

The contributions of business firms are 
weakest in the area of research relating 
to specific causes of disequilibrium and 
examples of success in dealing with it. 
The social experiments just mentioned 
are in a sense examples of research, in 
that these experiments cast light on suit- 
able problems for action and appropriate 
methods of carrying it on. There is, of 
course, a great deal of research relating to 
underdeveloped countries, but not from 
the point of view of what business is 
doing or can do in the areas discussed in 
this paper. A great deal of it pertains to 
the assumed or desired role of government 
and private nonbusiness agencies. In the 





* See Roger Marier, Social Welfare Work in 
Jamaica, a Study of the Jamaica Social Wel- 
fare Commission (Paris: UNESCO, 1953). 








A NEW DIPLOMACY FOR UNDERDEVELOPED AREAS 27 


area of business as such, the relatively 
little which has been done has been insti- 
gated primarily by scholars or groups of 
scholars rather than by businessmen or 
organizations of businessmen.’ The in- 
terest of British businessmen as expressed 
in studies in which business took the initi- 
ative is slightly greater.** 





™See Human Organization, Vol. 15, No. 3 
(Fall, 1956), special issue by William F. Whyte 
and Allan R. Holmberg, “Human Problems of 
U.S. Enterprise in Latin America,” especially 
pp. 22-26, on some problems of Creole Petro- 
leum Corporation and the Orinoco Mining 
Company in Venezuela; E. E. Hoyt, “Tiquisate, 
a Call for a Science of Human Affairs,” Sci- 
entific Monthly, Vol. 72, No. 2 (February, 
1951), pp. 114-19 (United Fruit Company) ; 
Walter Galenson, Labor and Economic Develop- 
ment (New York: Wiley, 1959). 

* See R. Luchterhand, “Social Planning and 
Adjustment at Kitimat,” in the Report of the 
Duke of Edinburgh’s Study Conference, Vol. 2, 
pp. 77-88 (Aluminum Company of Canada). 
Booker Brothers, McConnell and Company, 
with wide interests in the West Indies, British 
Guiana, and Central Africa, have also initiated 
and financed studies relating to the upset 
equilibrium. 


The logical body to undertake such re- 
search would be an organization of busi- 
ness firms, for the primary reason that 
their connection is direct; their own long- 
term welfare is at stake; and in non- 
Communist countries, they are the ones 
who, perhaps more than any others, can 
do something about the issues. It is some- 
what anomalous that, in an economy 
pledged to private enterprise, private en- 
terprise should not take a more positive 
position in the study of problems it has 
itself largely instituted. The reason is, of 
course, that the present world situation 
came upon us suddenly, the problems are 
immense, and businessmen’s talents have 
lain in other directions. 

Education and social services are easier 
to institute than the kind of research that 
wrestles with new and painful problems, 
but those who institute change must be 
able to act upon its consequences. This 
is the severest test of the new diplomacy. 
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The American Writer Views 


the American Businessman 


Royall Brandis 


The businessman, as the leading figure in 
our business-oriented society, has often 
claimed the attention of American writers. 
What these writers have had to say about 
the businessman ought to be a matter of 
some importance to that businessman, for 
these writings reach a sizable part of the 
public—particularly that part of the pub- 
lic that is interested in ideas. The serious 
book-reading and play-going public is, in 
general, unconvinced by even the cleverest 
public relations “gimmicks” or by institu- 
tional advertisements. Whatever may be 
their brand of cigarette, they are likely to 
think for themselves. And they are likely 
to be, in their own right, important 
molders of public opinion. 

The writer — that is, the good writer — 
reaches these very influential persons 
through their emotional involvement with 
his characters. These characters are, at 
the same time, individuals and types. Sin- 
clair Lewis’ George Babbitt is an individ- 
ual, a fictional character who comes to 
life for the reader, but he is also a type — 
a small businessman, ambitious and hard- 
working, but with severely limited intel- 
lectual and cultural horizons. No percep- 
tive person can read Lewis’ novel without 
having his own conception of the busi- 
nessman altered in some way. 

Today’s business executive is required 
to play more and more roles. He is ad- 


vised to be politically active and astute; 
he should assume responsibilities in his 
community; he should interpret American 
business to a sometimes suspicious public. 
All these activities are “additional duties,” 
for his major function of directing busi- 
ness activity can be neglected only at his 
own or his firm’s peril. To suggest adding 
the study of literature to this list of addi- 
tional duties may be asking too much, yet 
its importance cannot be denied and, at 
least, reading ana play-going may be a 
good deal more pleasurable and certainly 
less wearing than attending public ban- 
quets and civic committee meetings. See- 
ing ourselves as others see us may make 
us uncomfortable, but it is essential if we 
are to face reality. 

I should like to emphasize that what I 
shall present are the opinions of an econ- 
omist — not those of a student of litera- 
ture nor those of a literary critic. Literary 
criticism, like economics, has not been able 
to keep poachers out of its fields. 

What is the relation between our liter- 
ature and our economic system? I do not 
mean to imply by this question that all 
literary works have their orientation in 
man’s economic activity. This would be 
the Marxist view, but I do not happen to 
hold it. Some writers will not be discussed 
in this paper because they do not concern 
themselves with the businessman as such. 
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William Faulkner, for example, suc- 
ceeds in creating a world of his own for 
his characters—a world that seems to 
exist remote from the real world and re- 
mote from such mundane matters as eco- 
nomic activity even though there may be 
an underlying economic strife in some of 
his novels. 

For a different reason there is little that 
one can say about Ernest Hemingway’s 
work in an essay such as this. For Hem- 
ingway is so deeply concerned with the 
individual that his characters never seem 
representative in the way that Sinclair 
Lewis’ George Babbitt is representative. 
Even with a novel like For Whom the Bell 
Tolls,> which might be viewed as depict- 
ing a clash between two economic systems, 
it is the individual that stands out. This 
can be seen if we consider that the hero 
of this novel might equally well have been 
on the other side of the fight. While his 
social orientation would have been differ- 
ent, his personal, spiritual problems would 
have remained the same and would have 
dominated the work. 

When Hemingway tried to write a more 
clearly economic novel in To Have and 
Have Not,? the result was one of his less 
successful efforts, perhaps because, again, 
he could not really break away from his 
preoccupation with the individual to con- 
cern himself with social problems. 

And so, while this article will be con- 
cerned with modern American literature 
which has significance and interest when 
viewed from the standpoint of an econo- 
mist and, I trust, from the standpoint of 
a business executive, I do not want to 
give the impression that this view would 
be a useful one for every product of the 
writer’s art or that it is the only way in 
which one might look at this product. 





*New York: Scribner, 1940. 
* New York: Scribner, 1937. 
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FICTION IN THE 1920's 


The striking thing about fiction con- 
cerned with the economic system is how 
closely it often mirrors the economic sys- 
tem of its day. Thus, the economist 
would divide the peacetime years since 
World War I into three distinct periods — 
the boom of the twenties, the depression 
of the thirties, and the uneasy prosperity 
of the years since World War II. Amer- 
ican writing about the businessman was 
also distinctly different in each of these 
three periods. 

The 1920's are today much closer to us 
than the 1930’s. Whether we look at 
statistical indexes of business conditions 
and stock market prices, at popular music, 
at social problems such as juvenile delin- 
quency, or even, in the recent past, at the 
location of the waistline of women’s 
dresses, we will find 1961 not so very 
different from 1928. However, when we 
look at the literature of the two periods 
certain significant differences appear. In 
the twenties there was a strong undercur- 
rent of protest against the economic sys- 
tem among writers. Two names which 
come immediately to mind are Sinclair 
Lewis and John Dos Passos. Lewis was 
more concerned with the direction in 
which the system seemed to be moving 
our culture. He cried out, notably in 
Babbitt® and Main Street,* against the 
cultural sterility of a society which placed 
profits above everything as a measure of 
accomplishment and which sought to 
crush any cultural orientation which ques- 
tioned such a set of values. 

What kind of man was George Babbitt, 
the successful real estate broker of Zenith, 
a small Midwest city? He was really two 
men — the one his family, friends, and 





*New York: Harcourt, 1922. 
*New York: Harcourt, 1920. 
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business associates knew and the inner 
man who, except rarely, was kept care- 
fully concealed. Of the public Babbitt, 
Lewis writes, 

He was conventionally honest, he kept his 
records of buyers and sellers complete, he had 
experience with leases and titles and an ex- 
cellent memory for prices. His shoulders were 
broad enough, his voice deep enough, his 
relish of hearty humour strong enough, to 
establish him as one of the ruling caste of 
Good Fellows. Yet his eventual importance 
to mankind was perhaps lessened by his large 
and complacent ignorance of all architecture 
save the types of houses turned out by spec- 
ulative builders; all landscape gardening save 
the use of curving roads, grass, and six ordi- 
nary shrubs; and all the commonest axioms 
of economics. He serenely believed that the 
one purpose of the real-estate business was to 
make money for George F. Babbitt.’ 


Babbitt’s views on labor unions and the 
principle of association expose a crude 
bias: 

“A good labour union is of value because it 
keeps out radical unions, which would destroy 
property. No one ought to be forced to belong 
to a union, however. All labour agitators who 
try to force men to join a union should be 
hanged. In fact, just between ourselves, there 
oughtn’t to be any unions allowed at all; and 
as it’s the best way of fighting the unions, 
every business man ought to belong to an 
employers’-association and to the Chamber of 
Commerce. In union there is strength. So 
any selfish hog who doesn’t join the Chamber 
of Commerce ought to be forced to.” 


This public Babbitt is clear on the po- 
sition of the arts in American society. 
“Tn other countries, art and literature are 
left to a lot of shabby bums living in attics 
and feeding on booze and spaghetti, but 
in America the successful writer or 
picture-painter is indistinguishable from 
any other decent business man .. .’”’ 
And the reason an author is successful is 





* Babbitt, p. 42. 
* Ibid., p. 49. 
* Ibid., p. 179. 


that he “‘. . . shows both purpose and 
pep in handling his literary wares. . .’”® 

The private Babbitt is a very different 
and essentially tragic figure. “He who 
had been a boy very credulous of life was 
no longer greatly interested in the possible 
and improbable adventures of each new 
day.”® When he does break away briefly 
from the strait-jacket of a contented con- 
formist, he does not have the strength to 
maintain himself outside the complacent, 
self-satisfied life that had been his. He 
can only hope and encourage his son to 
break the mold. “ “Don’t be scared of the 
family,’ ” he tells his son as the book ends. 
“*No, nor all of Zenith. Nor of yourself, 
the way I’ve been.’ ”*° 

Although Lewis’ protest is often taken 
to be confined to town and small-city 
society, of this I am not so sure. For the 
mythology of American life in the 1920’s 
emphasized the small town growing into 
a city, the city growing into a metropolis, 
the small businessman growing into an 
industrial magnate, the small stock market 
speculator becoming a millionaire manip- 
ulator. And what Lewis seems to be say- 
ing is that such “progress,” as all the 
Chambers of Commerce would call it, 
only increased cultural sterility and the 
pressure to conform. If a big city or two 
such as New York or Chicago had up 
until then escaped because of the immi- 
gration into it of the nonconformists, what 
assurance was there that the octopus 
growing in the hinterland would not some 
day be able to reach its tentacles into the 
metropolis and crush in its last strong- 
hold what culture and freedom of thought 
was left there? 

The American economic system as a 
system of power over which the business- 





* Ibid., p. 180. 
* Ibid., p. 13. 
® Ibid., p. 380. 
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man ruled was the more direct concern 
of the writer John Dos Passos. Although 
his completed trilogy, U.S.A.," did not 
appear until the thirties, his ideas of the 
twenties, as expressed in Manhattan 
Transfer,* seem only to have been rein- 
forced and given emphasis by the debacle 
of 1929 and the depression years that fol- 
lowed. Dos Passos’ attack went to the 
heart of the economic system — the indi- 
vidual drive to maximize profits or income 
without regard to moral values or social 
obligations. Wealth was only obtained by 
legitimized robbery and by crushing the 
less fortunate and less powerful under- 
foot. Meanwhile, that “great beast,” the 
people, was kept amused and diverted 
from what was being done to its freedom 
by newspapers filled with a modern Ro- 
man circus of Lover’s Lane murders, 
“Peaches” and “Daddy” Browning scan- 
dals, Lindbergh’s flight to Paris, and so 
on. In the twenties big business did not 
need to hire public relations experts. The 
newspaper editors did the work free of 
charge. 

What we would today refer to as the 
top income tax bracket was dissected in 
the 1920’s by F. Scott Fitzgerald. The 
question is whether his writings have 
broader implications for the system as a 
whole. Fitzgerald’s criticism may be the 
severest of them all. For Fitzgerald, in 
his personal life as well as in his writing, 
seems to be saying that for those who per- 
sonally fight their way from the bottom to 
the top there awaits the greatest disap- 
pointment of all — one still will not “be- 
long” socially any more than a court 
jester “belongs” to royalty. The proof of 
this is how quickly you or your memory 





™ New York: Houghton, 1938. The individ- 
ual volumes appeared in 1930, 1932, and 1936. 
* Boston: Little, 1925. 
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will be deserted when your money or your 
life is gone. This could well be the mes- 
sage of The Great Gatsby.** None of 
Gatsby’s acquaintances except the narra- 
tor came to his funeral although his mys- 
teriously acquired money had bought their 
attendance at his parties. At the ceme- 
tery, only one such acquaintance did turn 
up and in a colloquy with the narrator 
delivers Gatsby’s epitaph, 

“T couldn’t get to the house,” he remarked. 

“Neither could anybody else.” 

“Go on!” He started. “Why, my God! they 
used to go there by the hundreds.” 

He took off his glasses and wiped them 
again, outside and in. 

“The poor son-of-a-bitch,” he said.” 

I am inclined to think that the differ- 
ence between Fitzgerald on the one hand 
and Lewis and Dos Passos on the other is 
that, in an economist’s terminology, Fitz- 
gerald never really penetrated deeper into 
economic life than current business con- 
ditions while Lewis and Dos Passos caught 
insights into the whole structure of the 
economic system and its influence on the 
general structure of society. 


FICTION IN THE 1930's 


With the onset of the depression in 
1930, the writer’s whole environment un- 
derwent a rapid and radical change. All 
of what he had been saying about the 
weaknesses and rottenness of the economic 
system in the 1920’s suddenly appeared 
to be proven beyond his wildest dreams. 
The business leader, the financier, the 
stock market speculator were cast, almost 
overnight, from the top of the pile to the 
bottom. 

We might well contemplate what would 
have been George Babbitt’s position in 





* New York: Scribner, 1925. 
“The Great Gatsby, pp. 219-11. 
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1932 — harassed by financial commit- 
ments made in the boom of the preceding 
decade, the real estate development of his 
dreams guarded by two ornate Spanish- 
style entrance pillars which admit the 
curious to weed-grown fields and paved 
streets and sidewalks that go nowhere, 
their bleakness emphasized by the grass 
pushing up in every crevice. Perhaps, 
here and there, a stucco bungalow slowly 
disintegrates, its occupants as desperate 
as Babbitt, regretting each dreary day 
their compelling urge to be among the 
first to have new homes in Babbitt’s sub- 
division. And, perhaps, almost as a grave- 
stone, a.weather-worn, long-unpainted sign 
advertising, “The fastest growing sub- 
division in Zenith — George Babbitt, De- 
veloper.” In 1932 it would be cruel to 
ridicule and pointless to fear George 
Babbitt. We can only pity him. 

Curiously enough, the writers of the 
thirties did not pity Babbitt. They largely 
ignored him and turned their attention to 
the unemployed, to those newly poor but 
never really well off, as John Steinbeck 
did in The Grapes of Wrath,” or to those 
who had always been poverty-stricken, as 
Erskine Caldwell did in Tobacco Road’ 
and his later works. I suspect that some 
writer here missed an opportunity to do 
a great novel. For the essence of tragedy 
is contrast. In the words of the Old Test- 
ament, “How are the mighty fallen.” 

The position of the businessman in the 
thirties compared with the twenties rep- 
resents real tragedy. This man, still trying 
to manufacture prosperity out of a smiling 
face, marking his Literary Digest straw 
ballot firmly for Herbert Hoover, unwill- 
ing to face the reality that his gods of 
Wall Street and Big Business had failed 


* New York: Viking, 1939. 
* New York: Scribner, 1932. 





him, and, of course, in many cases going 
down into bankruptcy and sometimes into 
suicide — surely, this was tragedy and the 
stuff out of which great novels and plays 
are written. The American writer, I’m 
afraid, could only cheer. His experiences 
in the 1920’s had involved him so deeply 
in a particular attitude toward the busi- 
nessman, which, no doubt, many business- 
men amply deserved, that he was unable 
to be compassionate where the business- 
man was concerned. And no great trag- 
edy can be written without compassion. 

If one were to draw a lesson from this 
for writers, it would be this: the economic 
system and the experiences of people in 
this system can often provide rich mate- 
rial, but if the writer allows himself to be 
drawn too intimately into the struggles 
that go on among various economic power 
groups, he may find that he has disquali- 
fied himself from the remote point of view 
which is essential to the complete and 
sympathetic understanding of his charac- 
ters, and without which no great work of 
literary imagination can be produced. The 
Marxist literature of the period illustrates 
this in an extreme way.?’ 

In Steinbeck’s work, The Grapes of 
Wrath, business as an institution is still as 
powerful as it was in the twenties, but the 
individuals who run it have been sucked 
into their own machines. Of the dispos- 
session of tenant farmers, Steinbeck says, 

Some of the owner men were kind because 
they hated what they had to do, and some of 
them were angry because they hated to be 
cruel, and some of them were cold because 
they had long ago found that one could not 


be an owner unless one were cold. And all of 
them were caught in something larger than 


™ See, for example, Albert Maltz, The Un- 
derground Stream (Boston: Little, 1940). The 
book’s characters representing Capital and La- 
bor are flat, one-sided figures like those of a 
fifteenth century morality play. 
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themselves. Some of them hated the mathe- 
matics that drove them, and some were afraid, 
and some worshiped the mathematics because 
it provided a refuge from thought and from 
feeling. If a bank or a finance company 
owned the land, the owner man said, The 
Bank — or the Company — needs — wants — 
insists — must have — as though the Bank or 
the Company were a monster, with thought 
and feeling, which had ensnared them. These 
last would take no responsibility for the banks 
or the companies because they were men and 
slaves, while the banks were machines and 
masters all at the same time. Some of the 
owner men were a little proud to be slaves 
to such cold and powerful masters.” 


When the tenants protested this insti- 
tutionalization of ownership and the de- 
humanization of the owners, the answer 
was that 


We're sorry. It’s not us. It’s the monster. 
The bank isn’t like a man. 

Yes, but the bank is only made of men. 

No, you’re wrong there — quite wrong 
there. The bank is something else than men. 
It happens that every man in a bank hates 
what the bank does, and yet the bank does it. 
The bank is something more than men, I tell 
you. It’s the monster. Men made it, but they 
can’t control it.” 


What of the Babbitts? They appear 
briefly in The Grapes of Wrath, not as a 
single individual but as a group: 


Worried because formulas do not work out; 
hungry for security and yet sensing its dis- 
appearance from the earth. In their lapels the 
insignia of lodges and service clubs, places 
where they can go and, by weight of numbers 
of little worried men, reassure themselves that 
business is noble and not the curious ritualized 
thievery they know it is; that business men 
are intelligent in spite of the records of their 
stupidity; that they are kind and charitable 
in spite of the principles of sound business, 
that their lives are rich instead of the thin 
tiresome routines they know; and that a time 
is coming when they will not be afraid any 
more.” 


“The Grapes of Wrath, pp. 42-43. 
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WRITING AFTER WORLD WAR Ii 


When we compare the literature of the 
last 15 years with that of the twenties and 
thirties, we are struck by the shift in criti- 
cal emphasis from one which encompasses 
the whole system to one restricted to par- 
ticular segments of that system. This shift 
began, I suppose, with Frederic Wake- 
man’s The Hucksters,2* followed almost 
immediately by Charles Gorham’s The 
Gilded Hearse.** These novels were a 
strong indictment of the advertising indus- 
try but only indirectly of the general pub- 
lic which reads the ads and listens to the 
commercials and very remotely, if at all, 
of an economic system which exhibits such 
a phenomenon. Many of what might be 
called “economic” novels in the last ten 
years have confined the scope of their view 
to just two segments of the economy — 
what might be classified quite generally as 
communications (including advertising, 
television, publishing, and the movies), 
and what might be called the business 
aristocracy (the executive, the financier). 

In the first category fall the two novels 
of advertising that I have mentioned and, 
among others, a thinly veiled biography 
of a famous magazine publisher and his 
wife, The Great Ones,” another of a lead- 
ing television personality, The Great 
Man,* and novels of Hollywood by a 
number of writers — some of the stature 
of Maritta Wolfe and Stephen Longstreet. 
The striking thing about this whole crop 
of novels is their preoccupation with the 
subversion of the literary and artistic per- 
sonality by forcing it to conform to the 
demands of a mass market. There does 
not seem to be any real concern with the 


™ New York: Rinchart, 1946. 

™ New York: Creative Age, 1948. 

* By Robert M. Ingersoll (New York: Har- 
court, 1948). 

* By Albert Morgan (New York: Dutton, 
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constituents of this mass market nor with 
the economic system which provides such 
a market. 

This may be only another indication of 
the preoccupation of present-day writers 
with themselves or, by extension, with 
others of their kind. But it may also be a 
reflection of another development —a 
fundamental change in our economic sys- 
tem which requires a basis for criticism 
different from that of the twenties, a basis 
which none of these writers has yet been 
able to define with sufficient clarity. 

The second group — novels of the up- 
per echelon of business and finance, such 
as John P. Marquand’s Point of No Re- 
turn®® and Cameron Hawley’s two works, 
Executive Suite®® and Cash McCall?" — 
are characterized by the fact that both 
heroes and villains are members of the 
top business echelon. The corporation 
hero that we meet in Executive Suite 
would be totally incomprehensible to the 
writer of the 1920’s and would have been 
impossible in the 1930’s. But in the 
1950’s he wins the top position in the 
company, and although as the book closes 
we know that his victory will exact a price 
in his personal life, this price seems almost 
to be a sacrifice which he nobly makes in 
order that the consumer may get furniture 
of high quality at low price and workers 
in the firm may be assured of just treat- 
ment. Things have certainly changed. 

How much things have changed can be 
seen by looking at two plays of recent 
years — Death of a Salesman* and The 
Solid Gold Cadillac. Miéiller’s play is 
one of the most powerful tragedies to ap- 





* Boston: Little, 1949. 

* Boston: Houghton, 1952. 

* Boston: Houghton, 1955. 

*By Arthur Miller (New York: 
1949). 

* By George S. Kaufman and Howard Teich- 
mann (New York: Random House, 1954). 
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pear in a long time. What is not so readily 
seen is that it is also anachronistic. It was 
in the 1930’s rather than in the postwar 
era that old and faithful employees were 
called in, told their usefulness had ended, 
and were summarily dismissed. It is strik- 
ing that the dismissal in the play comes 
from the young owner of the firm whose 
father, we are led to believe, would never 
have meted out such harsh treatment. It 
is far more likely, however, that the father, 
trained in a different era, would have 
done so, than the modern young business- 
man with his head full of personnel poli- 
cies, social responsibilities, “loyalty up and 
loyalty down,” and so on. I do not mean 
to imply that there is no reality in Miller’s 
play in the sense that things could not 
happen as they did in the play. I only 
mean that what did happen is no longer 
typical or to be expected. 

In The Solid Gold Cadillac we have a 
play which corresponds closely to the cur- 
rent fictional view of business. While the 
play is concerned with a struggle between 
a little old lady who believes in straight- 
forwardness and a group of evil men try- 
ing to seize control of a great corporation, 
there are two noteworthy differences be- 
tween such a plot as developed today and 
as it might have been developed twenty or 
thirty years ago. 

In the first place, the situation occurs 
only because the former power in the cor- 
poration has gone to Washington to aid 
the Department of Defense and, secondly, 
the old lady and her noble corporate ac- 
complice win their battle. The play, of 
course, is designed to be comedy and suc- 
ceeds in this endeavor, but the message 
is there for all to read — including any 
little old ladies who own stock in what an 
economist would call a “management- 
controlled” corporation. 

I have found (without pretense of a 
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definitive search) in the recent literature 
only one piece of work which seems to me 
to be fully in the critical spirit of pre- 
World War II writing, but is, at the same 
time, fully aware of the realities of the 
present-day economic structure. It is a 
short story, “The Top,” by George Sumner 
Albee.*° The story deals with a young 
man who is invited to take a junior execu- 
tive post in a great corporation. The ad- 
ministrative heart of this vast industrial 
empire is located in a small Midwestern 
city in the corporation’s own skyscraper 
which dominates spiritually, as well as 
architecturally, not only the city but the 
surrounding countryside as well. The office 
of the head of this giant enterprise oc- 
cupies the entire top floor of the sky- 
scraper’s tower, and access to this floor is 
a privilege accorded only to a small group 
of executives just below the head. When 
the young man’s superior dies suddenly, 
the hero is notified that he has received 
promotion to the vacant position and is 
now a member of the select group who 
have access to the president of the cor- 
poration. He is given a gold key which 
admits him to the private elevator which 
will take him to the uppermost floor and 
to the accolade of the head of the corpora- 
tion. When he steps from the elevator, he 
finds himself in a deserted, unfurnished 
loft around which rats scuttle at his ap- 
proach. 

What the author seems to be saying is 
that the giant corporation has become so 
inexorable in its operation, its profits so 
institutionalized, its markets so controlled, 
that, like Frankenstein’s monster, it has 
a life of its own. And, though each of 
these corporate giants in the real world 
will be found to have a chief executive 
with his suite of expensively decorated 
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executive offices, in truth an empty loft 
would serve as well, for it is the corporate 
will that prevails. The “legal person” that 
the Supreme Court declared the corpora- 
tion to be nearly a century ago has now 
assumed additional human attributes. 

Marquand’s Point of No Return ap- 
pears to me to be not only one of the best 
written of the postwar novels of business, 
but also truly representative of most of the 
business fiction of the era. The plot is a 
simple one — will Charles Gray, the hero 
of the novel, win or lose the promotion to 
vice-president for which he and another 
young executive are competing? The 
novel grips our attention because it is 
really the story of Charles Gray’s life, of 
who he is and how he came to find him- 
self in this competition. It would be easy 
for many business executives to identify 
themselves with Charles Gray either in the 
present or, if they are somewhat older, in 
their memories of a decade ago. 

Who is Charles Gray? He is typical of 
the men who live in a real estate sub- 
division called Sycamore Park. 

They had all once been clerks or salesmen 
or assistants, digits of what was known as the 
white-collar class. They had come from dif- 
ferent parts of the country and yet they all 
had the same intellectual reactions because 
they had all been through much the same 
sorts of adventures on their way to Sycamore 
Park. They all bore the same calluses from 
the competitive struggle, and it was still too 
early for most of them to look back on that 
struggle with complacency. They were all in 
the position of being insecurely poised in 
Sycamore Park — high enough above the aver- 
age to have gained the envy of those below 
them, and yet not high enough so that those 
above them might not easily push them down. 
It was still necessary to balance and some- 


times even to push a little in Sycamore 
a 


Why Charles Gray finds himself in a 
™ Point of No Return, pp. 109-10. 
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competition for a vice-presidency is a 
question he, himself, could not answer. 
Marquand’s answer seems to be luck 
(whether good or bad Charles Gray would 
not be certain), a wife who is ambitious 
for her husband, and the pressures of a 
society which lays great stress on success, 
especially success in the business world. 

When Tony Burton, the president, gives 
Gray the impression in conversation that 
Gray will not get the promotion, his re- 
action is an implied criticism of the human 
price of a competitive system. 


His own reaction was what shocked him 
most because he had believed that he was 
prepared for bad news and that he would not 
consider bad news as complete a disaster as 
was indicated by the sinking feeling in the 
pit of his stomach. Yet after that first 
moment the shock was giving way to relief. 
He suddenly felt free and a weight was lifted 
from him. There was no reason for him to 
try any longer, not the slightest reason. He 
did not know what he would say or do in 
that final interview but there was nothing 
more that he could expect from Tony Burton. 
He would never have to be obsequious and 
careful again. He would never have to go 
through anything like that dinner. If Tony 
wished that they could still be friends, this 
meant at least that Tony liked him personally, 
but that was inconsequential. There was no 
room for personal likes in a corporation.” 


As it turns out, Tony Burton’s remarks 
had been misunderstood. Gray would be 
the new vice-president. But — 


There was a weight on Charles again, the 
same old weight, and it was heavier after that 
brief moment of freedom. In spite of all those 
years, in spite of all his striving, it was re- 
markable how little pleasure he took in final 
fulfillment. He was a vice-president of the 
Stuyvesant Bank. It was what he had dreamed 
of long ago and yet it was not the true texture 
of early dreams. The whole thing was con- 
trived, as he had said to Nancy, an inevitable 
result, a strangely hollow climax. It had ob- 
viously been written in the stars, bound to 


" Ibid., p. 553. 








happen, and he could not have changed a line 
of it, being what he was, and Nancy would 
be pleased, but it was not what he had 
dreamed.” 


CONCLUSION 


The writers of the 1920’s turned out to 
be correct in their estimate that behind 
the glittering fagade of prosperity there 
was decay. The writers of the 1930's 
turned out to be wrong in their estimate 
that our economic system could not survive 
the shock of depression or find solutions 
to its problems within the framework of 
the existing system of private enterprise. 
Only the future will tell us whether the 
writers of the 1950’s are right in saying 
that the human conflicts and social pres- 
sures among our business leadership con- 
stitute the greatest source of strain internal 
to our system. 

Already we see in a very recent novel 
a re-evaluation of the businessman of an 
earlier day, for he now appears heroic in 
comparison with the modern “organization 
man.” In The View from the Fortieth 
Floor,** one such relic of the interwar years 
speaks to his sons who have taken over the 
large enterprise which the father built: 
“What do you know, both of you? What did 
college teach you, what did the schools I 
sent you to teach you if you don’t know what 
a business is, what it’s like to be at the begin- 
ning of a business or when a business is dying? 
A business is something living, something you 
put together with what’s in your belly and 
your heart. . . . Business is when you want 
something to be alive because you had a 
dream about it.”™ 

One cannot believe that this man was, 
a quarter-century earlier, one of Stein- 
beck’s “little worried men.” Are we to 
conclude, therefore, that the writer is sim- 

* Ibid., p. 557. 

“By Theodore H. White (New York: 


Sloane, 1960). 
* The View from the Fortieth Floor, p. 290. 
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ply carried on the current of his times and 
has no substantive contribution to make 
to an understanding of the economic world 
in which we live? 

I would argue that this is the wrong 
conclusion to reach — wrong for two rea- 
sons. In the first place, while the writer’s 
view is certainly not the only view we may 
take of the businessman, the license of the 
literary imagination can provide insights 
into the character and environment of the 
businessman that the more pedestrian ap- 
proaches of the economist, sociologist, or 
social psychologist are unlikely to reveal. 
Social science can no more completely ex- 
plain human society than astronomy can 
completely explain what the stars mean 
to Man. 
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In the second place, even when the 
writer is inaccurate in his depiction of the 
businessman he may be influential in 
the construction of the public’s image of 
that businessman. And what the public 
believes the businessman to be has obvious 
and far-reaching effects on the environ- 
ment within which business is carried on. 
The cartoonist’s view of the college pro- 
fessor as a silly man in cap and gown may 
be inaccurate, but it is not without in- 
fluence on the public image of the profes- 
sor. What the novelist or playwright has 
to say about the businessman is important 
to that businessman; and it cannot be 
safely ignored by those who try to make a 
more scientific study of this same impor- 
tant figure in American society. 








Industrial Survival in Nuclear War 


D. V.T. Bear and P. G. Clark 


The development of nuclear weapons has 
made deterrence of general war the pri- 
mary goal of defense preparations. It does 
not follow, however, that the probability 
of a future war is or can be zero. Deter- 
rence may fail in a variety of circum- 
stances, and to meet this residual risk of 
war, some insurance measures to amelio- 
rate its consequences, if it occurs, are a 
sensible secondary goal of defense policy.’ 
All of us approach the thought of condi- 
tions after a general nuclear war with 
repugnance. Yet it behooves us to study 
such conditions, for they are obviously in- 
volved in designing effective insurance 
measures. 

Although nuclear weapons imply a very 
much higher level of destruction in any 
future general war than in World War II, 
it does not follow that the outcome would 
be complete annihilation and the end of 
history for the countries involved. There 
are many conceivable patterns of military 
action permitting us to envisage a severely 
damaged and terribly disorganized post- 
war society, but nevertheless one with 
enough economic resources surviving to 





*It is also possible that insurance measures, 
which increase our ability to survive and 
recover from nuclear attack, may strengthen 
deterrence by making credible to a potential 
aggressor our threats to respond to extreme 
provocations. For further discussion of some 
of these issues, see H. Kahn, The Nature and 
Feasibility of War and Deterrence, P-1888-RC 
(Santa Monica: The RAND Corporation, Jan- 
uary 20, 1960). 


permit economic recovery over an ex- 
tended period of time. One observation 
in support of this presumption, for ex- 
ample, is the data on distribution of man- 
ufacturing capacity among cities of differ- 
ent sizes, presented in the next section.” 

It should be clear, in any event, that 
the advent of nuclear weapons has funda- 
mentally altered the relevance of the civil- 
ian economy for defense planning. A fu- 
ture general war would almost surely be 
decided militarily in a matter of days by 
strategic exchanges between long-range 
missile and bomber forces, so that damage 
to the civilian economy which halted de- 
fense production would have a negligible 
effect on the military outcome. The ci- 
vilian economy remains important for de- 
fense planning mainly because of its rela- 
tion to postwar economic recovery and 
hence to the longer-run future of the 
nation. 

Finally, even though with nuclear 
weapons strategic targeting is no longer 
limited to striking individual industries, 
but can destroy substantially all economic 
resources in any city successfully attacked, 
individual industries might still differ sig- 
nificantly in their contribution to eco- 





*For fuller discussion of possible conditions 
after a general war, considering shelters and 
population casualties, long-term radioactivity, 
and potential rates of economic recovery, see 
Report on a Study of Non-Military Defense, 
R-322-RC (Santa Monica: The RAND Cor- 
poration, July 1, 1958). 
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nomic recovery. They might differ both 
in extent of prospective wartime damage 
and in strength of prospective postwar 
demands, and their importance for peace- 
time defense planning would vary corre- 
spondingly. 

These, then, are the presumptions on 
which this analysis is based: that deter- 
rence might fail, that the outcome of a 
future general war would not necessarily 
be mutual suicide, that the ability to re- 
cover economically remains relevant for 
defense policy, and that individual indus- 
tries may differ in importance for this 
objective. Let us now specify some of the 
central features of our analysis. 

How should one measure the relative 
importance of an industry? The measure 
explored in this paper is based on a com- 
parison between prospective postwar sup- 
plies and prospective postwar demands 
upon the value-adding capacities of indi- 
vidual industries. Prospective supplies de- 
rive from plausible assumptions about the 
productive resources surviving enemy 
attack, as affected by the industrial special- 
ization of different-sized target cities. Pros- 
pective demands derive from plausible 
assumptions about postwar consumption, 
investment, and government expenditures, 
as constrained by the reduced real na- 
tional income in relation to surviving pop- 
ulation. In essence, we explore the impli- 
cations of using the ratios of prospective 
demand to prospective supply as a first 
approximation to postwar values, or im- 
portance, of various industries. 

In principle we should like to consider 
the relative postwar values of the entire 
range of industries contributing to the 
national product. Whereas in a World 
War II context it was not seriously mis- 
leading to concentrate defense planning 
on industries engaged in war production, 
and to attribute zero value to all other 


industries, this approach is clearly inap- 
propriate today. Similarly, in civil de- 
fense planning it is misleading to focus 
exclusively on a few small industries pro- 
ducing consumer essentials. No peacetime 
industry would have zero value in a post- 
war economy, but its relative value would 
surely deviate substantially from its peace- 
time value. In practice, however, we have 
focused our analysis on 20 industries cov- 
ering the manufacturing sector of the 
economy. 

Restriction to the manufacturing sector 
may appear, at first glance, to put serious 
limitations on our results. However, pre- 
liminary investigation suggested that seri- 
ous bottlenecks in the nonmanufacturing 
sectors would be either improbable or 
readily ameliorated in what we have 
called a “reorganization period.” (See be- 
low.) Take the case of transportation. 
Rolling stock, tractor trailers, and trucks 
are very widely dispersed geographically; 
roadbeds, highways, bridges, and so on 
would still constitute a viable — albeit less 
than entirely efficient — network even 
after most of the larger American cities 
were destroyed. In the case of communi- 
cations one would expect severe short- 
term disruption following a nuclear war, 
but stand-by emergency measures would 
correct the situation fairly readily. In 
agriculture, two substantial uncertainties 
prevent firm conclusions: potential eco- 
logical disruption due to widespread fire 
damage, and the unknown effects of long- 
term radiation. Optimistic assumptions on 
these uncertainties are suggested by 
the dispersion of the agrarian sector. 
However, further study of all the non- 
manufacturing sectors would surely be 
desirable. 

It should be stressed that the concept 
of postwar value used here refers to a 
“recuperation period” beginning six 
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months to a year after a war and extend- 
ing for perhaps a decade. This period is 
distinguished from a “reorganization pe- 
riod,” in which the major economic prob- 
lems would be provision of subsistence for 
the surviving population, restoration of 
partially damaged resources, re-establish- 
ment of communications, and reorganiza- 
tion of markets. Meeting these problems 
would involve drawing mainly on previous 
inventories of goods, whether deliberately 
stockpiled or salvaged from the damaged 
economy. On the other hand, develop- 
ments in the subsequent recuperation pe- 
riod would hinge largely on the ability of 
the economy to resume current produc- 
tion of goods and services and to meet 
from current production both continuing 
consumption demands and pressing in- 
vestment demands to correct imbalances 
in the surviving economic structure. Of 
course reorganization would merge into 
recuperation, just as recuperation would 
merge (it is hoped) into a new “nor- 
malcy,” but the analysis is focused on 
relative values during recuperation. 

This type of analysis is most relevant to 
civil defense policies* aimed at longer-run 
economic recovery.* Many possible meas- 
ures — stockpiling finished products, pre- 
paring for rapid reconstruction of de- 


stroyed plants, sheltering peacetime plants, — 


even research in the appropriate mix of 





*We have also considered its possible rele- 
vance to air defense policy and to offensive 
targeting. If individual industries differ in 
relative postwar value, so may individual cities 
in accordance with their industrial specializa- 
tion. At the same time, the absolute size of 
individual cities is obviously relevant, and size 
differences among cities are large. In fact, our 
analysis indicates that differences in size dom- 
inate differences in industrial specialization for 
this purpose. 

“This is not intended to depreciate other 
civil defense measures aimed at survival and 
reorganization problems — quite the contrary. 
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these measures— are most conveniently 
formulated in terms of individual indus- 
tries. Since the resources available are 
extremely limited, there is a pressing need 
to focus attention on industries of greatest 
postwar value. 

The analysis is not exhaustive, the full 
calculations being carried through for only 
a single case. It is, however, a representa- 
tive and a meaningful case, and at several 
points the sensitivity of the results to a 
wider range of assumptions is considered. 
But fuller examination of other cases 
would be desirable. 


PROSPECTIVE POSTWAR SUPPLIES 


The first stage in the analysis of post- 
war supplies involves defining a list of 
potential economic targets and examining 
aggregatively the distribution of economic 
resources among them. Economic targets 
are defined as concentrations of value- 
adding resources — specifically productive 
capital but also specialized labor. Clearly 
such concentrations are cities. Inasmuch 
as comprehensive national product data 
for cities are lacking, value added in man- 
ufacturing (MVA) has been used as the 
measure of economic resources; resident 
population for each city has also been 
determined. The list of potential eco- 
nomic targets includes all cities with a 
1954 MVA of at least $40 million or a 
1950 population of at least 50,000.° This 
dual criterion defines a list of 300-odd 
cities in the United States, which together 





*The appropriate geographical size of a tar- 
get depends on the size of the nuclear weapon 
used, the accuracy of its delivery, the types of 
structures and their distribution within the 
city, the geographical shape of the city, and 
the extent of fire damage as opposed to blast 
damage. Our subsequent analysis really de- 
pends on the assumption that a certain number 
of cities are completely destroyed, without spec- 
ifying more precisely the means of destruction. 
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Figure 1 
CUMULATIVE MVA AND POPULATION BY 
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produced a little more than three-fourths 
of total MVA in 1954, and contained a 
little less than half of the population. The 
construction of the list, the estimation of 
MVA and its components, and the deter- 
mination of population in each of the 
cities involved a variety of operations with 
published data.® 

What inferences about the geographical 
structure of the United States economy at 
an aggregate level can be drawn from this 
list? (See Figure 1.) First, manufactur- 
ing activity, when cumulated over cities 
ranked by peacetime MVA, resembles a 





*The tables of data used in the present 
study, together with notes on their construc- 
tion, can be obtained by writing to the authors 
at the Economics Division, The RAND Cor- 
poration, Santa Monica, California. 
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logarithmic distribution. The largest 10 
cities already contain about a fourth of 
the total MVA, and the largest 60 about 
a half. But it takes some 240 cities to 
include three-fourths of total MVA, and 
by extrapolating beyond the upper limit 
of the target list, something like 700 to 
900 to include nine-tenths. The implica- 
tion is that it would be easy to cause 
severe destruction in the United States 
economy, but increasingly difficult to cut 
into the surviving fraction of manufac- 
turing capacity after any given set of the 
larger cities had been hit. 

Second, population is distinctly less con- 
centrated in the larger cities than is man- 
ufacturing activity. The cumulative per- 
centage of population included in any 








given number of cities runs consistently 
around three-fifths of the cumulative per- 
centage of MVA. This conclusion about 
population should not be taken as an esti- 
mate of population casualties at different 
levels of attack, either of fallout or of civil 
defense measures to limit civilian casual- 
ties. Uncertainties with respect to both 
the total number of weapons used against 
all United States targets and the nature 
of civil defense preparations handicap the 
estimation of population casualties. None- 
theless, with reasonably favorable assump- 
tions on either of these uncertainties, one 
can infer that the percentage of popula- 
tion surviving a nuclear war would prob- 
ably be greater than the percentage of 
surviving manufacturing resources. 

The next stage in our supply analysis 
involves estimating a plausible pattern of 
surviving economic resources in individual 
manufacturing industries. Accordingly, in 
each of the 132 largest cities aggregate 
MVA has been broken down into the 20 
individual industries at the two-digit level 
in the Standard Industrial Classification. 
It is open to question whether the two- 
digit level is the proper degree of disag- 
gregation; we wish neither to overstate nor 
to understate substitution possibilities in 
a postwar world. However, one purpose 
of our work is to suggest which of the 20 
industries could most fruitfully be investi- 
gated for further possible disaggregation. 

If we again rank American cities by 
aggregate MVA, certain conclusions with 
respect to industrial concentration emerge. 
(See Figure 2.) First, there are striking 
differences in the concentration of indi- 
vidual industries in the larger cities. The 
top 30 cities contain approximately 60 
percent of instruments production, whereas 
they contain only about 20 percent of 
textiles production. (These proportions 
are to be contrasted with the 40 percent 
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of aggregate MVA located in the same 
cities.) Some other industries noticeably 
more concentrated than the average are 
transportation equipment, fabricated met- 
al products, electrical machinery, print- 
ing, and apparel. Some noticeably less 
concentrated industries are lumber, stone- 
glass-clay products, leather, and paper. 
The implication is that if an enemy suc- 
cessfully attacked the largest targets 
ranked by some general criterion such as 
MVA, substantial differences in the sur- 
vival of individual industries could rea- 
sonably be expected. 

Second, the differences in concentration 
of individual industries do not change very 
much as the number of targets considered 
rises from 30 to the 132 for which we have 
detailed data. Half of the industries vary 
their concentration rank by two or less 
over this range of cities, and only one 
(tobacco) changes its rank by more than 
four. The largest cities contain such a 
substantial fraction of total MVA that 
differences in concentration tend to be 
preserved as additional smaller cities are 
added to the list. The implication is that 
differences in survival rates for individual 
industries after a nuclear war are not very 
sensitive to changes in the number of cities 
attacked. Accordingly, in defining a “stand- 
ard attack” for our subsequent calcula- 
tions, we have considered an 80-city attack 
as representative of the differential effects 
on postwar supplies of specialized eco- 
nomic resources of attacks over the entire 
range from 30 to 132 cities. We would not 
apply our conclusions to attacks outside 
that range. 

There is still a question as to alternative 
criteria which an enemy might use to 
select city targets, for any given number 
of cities. We have therefore considered 
several variant attacks, each on 80 cities 
selected by different criteria, as a rough 
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Figure 2 
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sensitivity test. The standard case was 
based on a ranking by aggregate peace- 
time MVA. One variant was to select 
cities when ranked by value added in dur- 
able goods industries — metals, fabricated 
metal products, machinery, nonelectrical 
machinery, transportation equipment, and 
instruments. Two further variants repre- 
sented “bottleneck” attacks on cities 
ranked by value added in the metals and 
petroleum industries, respectively. 

The durable goods criterion proved to 
have very little effect on the outcome of 
our calculations. Survival percentages of 
the durable goods industries declined by 
1 or 2 points, whereas survival rates for 
all other industries rose 1 to 5 points, and 


aggregate MVA valued at peacetime 
prices increased slightly more than 1 per- 
cent. The point is that size differences 
among United States cities are so great 
that altering the selection criterion does 
not substantially change the target list; 
68 of the 80 cities in the aggregate MVA 
attack were also included in the durable 
goods attack. 

Switching to a “bottleneck” criterion of 
course caused substantially more damage 
to the metals and petroleum industries. 
Survival of metals declined from 39 per- 
cent to 30 percent, and of petroleum from 
51 percent to 32 percent. Indeed, these 
reductions are understated, since our de- 
tailed data are limited to the largest 132 





an 
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Table 1 
COMPARISONS OF PROSPECTIVE POSTWAR SUPPLIES AND 
DEMANDS FOR INDIVIDUAL MANUFACTURING INDUSTRIES 








Supply* Bea Importance 
Industry (prewar ( ratio 
prewar 
=100) =100) (D/S) 
Instruments 29 56 1.93 
Printing 31 49 1.58 
Nonelectric 
machinery 39 61 1.56 
Fabricated metal 
products 37 57 1.54 
Electric machinery 38 56 1.47 
Motor vehicles 28 41 1.46 
Nonferrous metals” 39 53 1.36 
Ferrous metals 39 52 1.33 
Other transport 
equipment 28 35 1.25 
Miscellaneous 
mfd. products 34 40 1.18 
Apparel 32 34 1.06 
Food 49 51 1.04 
Rubber> 39 40 1.03 
Stone, clay, glass» 63 61 .97 
Petroleum 51 49 .96 
Chemicals 53 51 .96 
Furniture 51 46 .90 
Paper 63 49 .78 
Lumber 84 61 .73 
Tobacco 60 40 .67 
Radio-television 
equipment 38 25 66 
Leather 61 40 .66 
Textiles 70 35 .50 





* Supply index for SIC 36 attributed to both electric 
machinery and radio-television equipment; for SIC 33 to 
both nonferrous metals and ferrous metals ; or SIC 37 
to both motor vehicles and other transport ‘equipment. 

se of the existing mobilization stockpile over 
years might raise the supply index | . ey metals 
to about 47, for rubber to about 48 (if crude rubber 
were first converted to finished products of equal value), 
and for stone, clay, and glass to about 68. 


cities. On the other hand, the survival of 
aggregate MVA valued at peacetime 
prices increased by 4 percent, and with 
one or two exceptions the ranking of the 
survival rates of manufacturing industries 
other than metals and petroleum was re- 
markably little altered. The results for 
the durable goods and bottleneck variants 
lead us to infer that our standard attack, 
based on aggregate MVA, is reasonably 


representative (except for any single in- 
dustry selected as a bottleneck objective) 
of other targeting criteria which an enemy 
might employ. 

The final stage in our analysis of post- 
war supplies involves deriving, for our 
standard attack, the implied potential sup- 
ply indexes on a prewar base for individ- 
ual industries. The potential supply in- 
dexes (see Table 1, column 1) are simply 
the industry survival rates, ie., the per- 
centage of peacetime value added pro- 
duced outside of the 80 cities subject to 
destruction. No explicit allowance has 
been made either for continuing disorgan- 
ization of production in undamaged cities 
or for more intensive emergency utiliza- 
tion of surviving economic resources. 

One must proceed with caution in in- 
terpreting the potential supply indexes. 
They indicate the proportion of the pre- 
attack value-adding resources of each in- 
dustry which could be expected to survive 
a successful nuclear attack on the 80 
largest American cities; they do not, as 
such, provide an estimate of the post- 
attack value of the output of each in- 
dustry. The difference arises because most 
manufacturing industries require pro- 
duced inputs from other manufacturing 
industries. The supply index for, say, the 
motor vehicle industry, indicates that post- 
attack output of motor vehicles would be 
28 percent of prewar only if the required 
inputs of steel, rubber, electrical equip- 
ment, and so on are available. 

Our analytical approach is to isolate 
the relative scarcities of specialized value- 
adding resources. Thus, a scarcity of 
motor vehicles due, say, to a scarcity of 
steel, should be looked upon as a scarcity 
of primary resources in the ferrous metals 
industry, not as a scarcity of resources in 
the motor vehicle industry. The interin- 
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dustry approach adopted in our analysis 
of post-attack demands permits us to iso- 
late such scarcities and to allocate them 
to the industries that are at the root of 
the trouble. It transforms a possible short- 
age in the supply of motor vehicles due 
to a shortage of steel into an excess de- 
mand for the resources of the ferrous 
metals industry. Consequently, our im- 
portance ratios (discussed below) isolate 
scarcities at their source. 

We do not wish to preclude the possi- 
bility of substituting a relatively abundant 
input for a relatively scarce one. In this 
respect, complete reliance on an input- 
output matrix can be misleading. To the 
extent that substitutions are possible, the 
scarcities isolated by our method will be 
overstated. 

Besides the possibility of interindustry 
substitutions, there is the further problem 
of intra-industry substitutions and their as- 
sociation with a realistic interpretation of 
the supply indexes. The manufacturing 
sector of the economy was disaggregated 
into 20 individual manufacturing indus- 
tries; but, clearly, many more than 20 dis- 
tinguishable commodities are produced by 
the manufacturing sector. To illustrate, 
suppose that the motor vehicle industry 
produces two commodities, automobiles 
and heavy-duty trucks. Then the implica- 
tion of our procedure is that value-adding 
resources in the motor vehicle industry 
are perfectly substitutable in the produc- 
tion of automobiles and trucks. If the 
value added embodied in an automobile 
is one-hundredth of that embodied in a 
truck, their treatment as a composite 
good implies that the motor vehicle indus- 
try can increase automobile output by a 
hundred for every unit reduction in truck 
output (with no increase in factor usage 
or purchased inputs). This implication is 
not strictly true. Hence the aggregation 


of many thousands of commodities into 
20 “composite commodities” calls for 
some care in interpreting the supply 
indexes.” 

Keeping these qualifications in mind, 
let us note two plausible implications of 
the supply indexes for economic condi- 
tions after a nuclear war. First, although 
a successful attack of this magnitude would 
deal a crippling blow to the United States 
economy, a substantial fraction of prewar 
economic resources would remain. About 
44 percent of aggregate MVA would sur- 
vive our standard attack, and since non- 
manufacturing activity is more widely 
dispersed than manufacturing, it is reason- 
able to suppose that surviving economic 
resources would be sufficient to produce 
something like 50 percent of peacetime 
GNP if effectively utilized. The general 
point is that the United States economy 
has a great deal of productive resources 
sufficiently dispersed so that it is mean- 
ingful to consider how to improve post- 
war economic operations. 

Second, substantial differences in the 
survival rates of individual industries 
would result. Neglecting the very widely 
dispersed lumber industry, the range of 





"Apart from the sheer expediency of aggre- 
gating, say, automobiles and trucks into a com- 
posite good (“motor vehicles”), one can justify 
a failure to distinguish between automobiles — 
and trucks on the grounds that both goods 
have similar input structures. The production 
of both automobiles and trucks requires pur- 
chases from the metals, electrical machinery, 
and rubber industries, for example. In addition 
—and even more important, given our value- 
added approach to postattack supplies — the 
inputs purchased from other industries are 
processed by similar primary economic re- 
sources in the motor vehicle industry, irrespec- 
tive of whether the final product is an automo- 
bile or a truck. The labor, machinery, and 
technical organization of the motor vehicle in- 
dustry is specialized to both automobile and 
truck productions, although they may not be 
perfectly substitutable for such purposes. 








potential supply indexes would be from 
about 30 percent for transport equipment, 
instruments, and other durables to ap- 
proximately 60 percent for paper, stone- 
glass-clay, and textile products. These dif- 
ferences, in conjunction with differences 
in demand, would be expected to lead to 
major changes in relative values in a 
postwar economy. 


PROSPECTIVE POSTWAR DEMANDS 


Two general premises underlie our 


analysis of prospective demands after a . 


war of the severity of our standard 80-city 
attack. One is that potential postwar 
GNP after reorganization would be about 
50 percent of prewar. This is related to 
our previous supply analysis of economic 
resources surviving the standard attack. 
Our other general premise is that the pro- 
portion of GNP devoted to gross domestic 
fixed investment and government expend- 
iture would increase over prewar, prima- 
rily as a result of political mechanisms 
reflecting the attitude of the American 
nation in favor of rapid reconstruction 
and recovery. This is related to our guess 
that in the standard case something like 
60 percent of the American population 
would survive, i.e., a moderately larger 
percentage of population than of eco- 
nomic resources.* Given this relationship 
between population and resources, calcu- 
lations indicate that restricting per capita 
disposable income to roughly 65 percent 
of prewar would permit the share of GNP 
devoted to investment and government to 
be increased from 33 percent to 43 per- 
cent. 





*For a fuller discussion of how population 
casualties might vary depending on the nature 
of the attack and the kinds of civil defense 
measures previously adopted, see Report on a 
Study of Non-Military Defense, cited in foot- 
note 2. 


INDUSTRIAL SURVIVAL IN NUCLEAR WAR 47 


The sensitivity of our demand analysis 
to other assumptions about surviving eco- 
nomic resources and surviving population 
has also been considered. We judge that 
it is not sensitive to varying levels of at- 
tack, within the range of 30 to 132 cities 
previously discussed, since both economic 
destruction and population casualties 
would be similarly affected. It is sensitive, 
however, to differences in population sur- 
vival resulting from substantial differences 
in prewar civil defense preparations. For 
example, if 85 percent of the population 
survived (which would probably require 
a comprehensive system of fallout shelters 
plus extensive evacuation of larger cities) , 
then even a 50 percent reduction in per 
capita disposable income would not be 
sufficient to permit the share of GNP de- 
voted to investment and government to 
be raised. Accordingly, our demand anal- 
ysis should not be applied to contingen- 
cies implying a markedly different rela- 
tionship between population and resources. 

On the basis of these general premises, 
the first stage in the analysis is to assume 
a plausible pattern of final demands upon 
the limited postwar GNP. For consump- 
tion, adjustments are made for the smaller 
population, for the assumed restriction of 
per capita disposable income to 65 per- 
cent of prewar, and for maximum dissav- 
ing of 2% percent of disposable income. 
In making these adjustments, we have 
employed income elasticities of demand 
for some thirty particular kinds of con- 
sumer goods based on the experience of 
the 1930’s (when the decline in per capita 
disposable income was nearly comparable 
to the reduction in our standard case). 
Use of these elasticities implies, broadly 
speaking, largest declines in demand for 
consumer durables, moderate declines for 
clothing and services, and smallest de- 
clines for food, housing, and utilities. 
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Turning to other components of GNP, 
it is assumed that government demand 
for durables (predominantly military 
equipment) would be 20 percent of pre- 
war, reflecting a policy of cutting the 
defense budget to a maintenance level. 
Other government expenditures have been 
set at 75 percent of prewar, representing 
a shift in government activity to recon- 
struction and provision of medical serv- 
ices. Net foreign investment is assumed 
to be minus $5 billion, as compared with 
minus $4 billion during World War II; 
this is compatible with a decline in im- 
ports due to the decline in domestic pro- 
duction, more than offset by a virtual 
cessation of exports. Net inventory invest- 
ment has been set at minus $4.5 billion, 
to reflect using up over a three-year pe- 
riod the agricultural stockpiles left from 
the price-support programs, and drawing 
down other inventories somewhat more 
heavily than in World War II. No allow- 
ance was made at this point for the exist- 
ing mobilization stockpiles, on the ground 
that one purpose of our analysis is to 
suggest the appropriate composition of 
such a stockpile. 

The remainder of postwar GNP has 
been assumed to be available for invest- 
ment. Maintenance construction and 
residential construction might fall substan- 
tially, but it is assumed that public 
construction, private nonresidential con- 
struction, and the demand for pro- 
ducers’ durables would actually increase in 
real terms from prewar levels, despite the 
smaller postwar GNP. This of course re- 
flects the high priority given to economic 
recovery. 

The next step is to translate the calcu- 
lated vector of final demands into a set of 
total demands on 23 individual manufac- 
turing industries. (These are the same 
two-digit industries used in the supply 


analysis, except that three have been split 
into two parts.) For this purpose an ad- 
justed version of the 1947 interindustry 
matrix has been used, with at least rough 
correction for discrepancies revealed in 
updating it to 1956. The multiplication 
of the final demand vector by the inverse 
of the adjusted interindustry matrix yields 
a solution for the total demands, both 
direct and indirect, for the output of each 
industry.® 

The results of this calculation have been 
stated as demand indexes on a prewar 
base (see Table 1, column 2). The range 
of prospective demands is substantial — 
from about 25 percent to about 60 per- 
cent of prewar. Among the industries of 
heavy demand are nonelectrical machin- 
ery, stone-clay-glass products, lumber, fab- 
ricated metal products, electrical machin- 
ery, and instruments. Some of the 
industries facing relatively light demand 
are radio-television equipment, apparel, 
textiles, and transport equipment other 
than motor vehicles. Of course these total 
demand indexes are the outcome of a 
complex of offsetting influences. For ex- 
ample, increased investment demand for 
nonelectrical machinery is partly offset by 
elimination of exports, curtailment of 
government purchases of military equip- 
ment, a relatively high income elasticity 
of demand for appliances, and reduced 
demand for machinery parts from other 
industries whose output has fallen. But 
the differences among the total demand 
indexes, which allow for such offsetting 





*Since proportionality in the production 
functions (the usual assumption in input-output 
calculations) implies that the demands on the 
value-adding resources in each industry are 
proportional to the demands for output. Thus 
a ratio of postattack to preattack demand for 
the output of a given industry is also a ratio 
of demands for the primary factors in that 
industry. 








influences, appear to be sufficient to affect 
significantly relative values in a postwar 
economy. 


IMPLICATIONS OF DEMAND-SUPPLY RATIOS 


Our estimates of postwar demands and 
supplies, it should be clear, are estimates 
of points on functions, rather than the 
supply and demand functions themselves. 
No allowances have been made for substi- 
tutions between industries, stimulated by 
changes in relative prices, which bring 
quantities supplied and demanded into 
balance.*° 

The estimated supplies and demands 
allow us to identify industries with posi- 
tive or negative excess demand. Positive 
excess demand will lead to a rise in the 
relative value of the resources of the in- 
dustry in question; conversely, negative 
excess demand implies a fall in relative 
value."' Since the information’? needed to 
estimate the actual magnitude of these 
value changes is unavailable, we have 
simply calculated the ratio of prospective 
demand to prospective supply for each 
individual industry. We refer to this fac- 





*In reality, an entire production possibility 
surface would survive an attack, and we would 
expect many conversions and substitutions in 
production. We have simply estimated that 
point on the surface which would represent the 
supply vector if the relative prices of all goods 
and resources in the economy were unchanged. 
Similarly, given the postattack per capita dis- 
posable income and the public “taste” for re- 
construction, we would expect many substitu- 
tions on the demand side as a result of postwar 
scarcities. Again, we have simply estimated a 
point lying on the community preference sur- 
face (corresponding to the budget implied by 
the estimated supply point on the production 
surface) with slopes reflecting preattack rela- 
tive prices. 

"These statements are true only if intra- 
market effects outweigh inter-market effects — 
that is, we use a partial equilibrium approach. 

* On the own-price and cross-price elasticities 
of supply and demand in each of the markets. 
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tor as an “importance ratio”; we look 
upon it as the best available, though 
crude, index of postwar change in relative 
value.”* 

Examination of the importance ratios 
for individual industries (see Table 1, col- 
umn 3) shows that their range is very 
wide; the ratio for the instruments in- 
dustry at the top of the list is nearly four 
times that of the textile industry at the 
bottom. Moreover, the ratios for the top 
six industries are all at least double those 
of the bottom five industries. It is inter- 
esting to note that the range of impor- 
tance ratios is relatively greater than the 
range of either the supply indexes or the 
demand indexes considered separately. 
The general tendency (with exceptions 
noted below) is for industries in short 
supply to be faced with strong demands, 
rather than for supply and demand forces 
to be offsetting. 

The particular industries that appear 
near the top of the list, with demand 
much in excess of supply, deserve com- 
ment. The first nine, with the single ex- 
ception of printing, are all metal-working 
durable goods industries. These industries, 
as was pointed out in the discussion of 
postwar supplies, have lower-than-average 
survival rates; moreover, as was noted in 
the discussion of prospective demands, 
they seem likely to face stronger-than- 





™ Where Qs and Qp are the estimates of 
postwar supply and demand and p is the pre- 
war price, a simple expression for estimating 
postwar price is p = (Qn/Qs)p. Note that if 
all cross-price elasticities are zero and if all 
own-price supply elasticities are also zero, then 
unitary own-price elasticity of demand is a 
sufficient, but not necessary, condition for the 
truth of the equation above. However, we do 
not wish to make these restrictive assumptions, 
and prefer to think of Qpn/Qs as only a rough 
index of postwar price, usable in ranking in- 
dustries for which the ratios are markedly 
different. 
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average demands under postwar circum- 
stances. If these inferences are correct — 
indeed, if either one of them is correct 
— there is little doubt that the metal- 
working durable goods industries would 
be among the most important to attempt 
to preserve for a postwar economy. 

Among the industries near the middle 
of the list, with supply indexes and de- 
mand indexes approximately equal, are 
food processing, apparel (which has one 
of the lowest survival rates, but seems 
likely to be faced with similarly curtailed 
demand), stone-clay-glass products (which 
has the highest demand index represented, 
but is so geographically dispersed that the 
supply index is comparable), and petro- 
leum refining. Finally, there are a few 
industries at the low end — tobacco, 
leather, and textiles — that would prob- 
ably be characterized by both above- 
average supply and below-average demand 
under postwar conditions. 

A ranking of industries with measures 
like our importance ratios could be a use- 
ful guide to civil defense policies of an 
economic character. For example, more 
than two-thirds of the $8 billion mobiliza- 
tion stockpile consists of various nonfer- 
rous metals, and more than one-sixth is 
rubber. In the light of the importance 
ratios it is questionable that this is an 
appropriate composition. Our analysis in- 
dicates that ferrous metals and nonferrous 
metals would be of similar value in a 
postwar economy, yet there are no ferrous 
metals in the stockpile. Moreover, al- 
though there are difficulties in government 
stockpiling of the specialized products of 
the metal-working durable goods indus- 
tries, alternative policies to increase their 
availability in a postwar economy would 
probably be more useful than accumulat- 
ing ores or crude metals, as in the present 


stockpile. 
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Another possible application of the kind 
of industry ranking presented here is to 
guide research in the best mix of meas- 
ures to sustain postwar supplies from es- 
pecially important industries. Many kinds 
of adjustments in the normal peacetime 
posture of these industries could signifi- 
cantly affect postwar supplies, and in- 
ducements to private firms might be ef- 
fective in bringing them about. A central 
consideration in choosing among such ad- 
justments, however, is their peacetime 
costs, and research in particular industries 
aimed at evaluating relative costs could 
be illuminating. For example, normal 
peacetime inventories in an industry might 
be expanded substantially, or part might be 
transferred to small cities presumed to 
be unlikely targets, or part might be held 
in (and normally distributed from) shel- 
tered warehouses. To take another ex- 
ample, postwar production in an industry 
might be expanded by decontaminating 
and patching up damaged plants with 
salvaged materials and repair parts most 
likely to be available, or by building new 
plants using temporary construction and 
obsolescent or salvaged machinery, or by 
operating undamaged plants more inten- 
sively while substituting less-scarce for 
more-scarce inputs. The relative costs of 
these adjustments (as well as more dra- 
matic measures like underground con- 
struction of entire peacetime plants) could’ 
be explored industry by industry, with 
their estimated postwar values guiding 
the allocation of research effort. 

Finally, further methodological research 
along the general lines of our analysis 
could almost surely produce improved 
models and more definitive results. Con- 
sider, for instance, the problem of aggre- 
gation. The analysis here assumes near- 
perfect substitution possibilities, as given 
by peacetime relative prices, within the 








two-digit manufacturing industries. Al- 
though this is probably close to the truth 
in many cases, there are undoubtedly ex- 
ceptions. Further research might disclose 
narrower bottlenecks, and make further 
disaggregation desirable. There are also 
the even more fundamental (and diffi- 
cult) problems of introducing price- 
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elasticities of supply and demand into the 
model. Yet even with the inadequacies 
of our present analysis, we feel confident 
in our broadest substantive conclusion — 
that the metal-working durable goods in- 
dustries deserve particular attention in 
devising civil defense policies to accelerate 
postwar economic recuperation. 








Organization Theory: 


A Survey of Three Views* 


Charles Z. Wilson 


The study of organizations is the study of 
cooperative systems of human activity. It 
is the study of the psychological, social, 
biological, and physical relations deter- 
mining the scope and limits of cooperative 
behavior. Contributions to the under- 
standing of this complex environment 
have come from numerous sources. As is 
likely to be the case in any new discipline, 
the efforts of contributors have been a 
product of the states of knowledge and 
the particular interest(s) of the contrib- 
utor(s). For this reason, and because the 
study of behavior in organization systems 
has been uncoordinated, certain concepts 
have at times been accorded inordinate 
weight. It is within the last two decades 
that serious attention has been given to 
the task of relating the several aspects to 
each other. 

In particular, there has been recently a 
growing list of research projects contrib- 
uting directly toward a general under- 
standing of organization structures and 
basic processes. The Administrative Sci- 
ence Center of Pittsburgh’ is sponsoring 
comparative studies in search of a signifi- 





* The author is indebted to his colleague and 
friend, Professor Marcus Alexis, for invaluable 
criticisms and suggestions. 

*See James D. Thompson and others, Com- 
parative Studies in Administration, No. 1 
(Pittsburgh: University of Pittsburgh Press, 
1959). 


cant unified body of knowledge on organ- 
ization structures and administrative proc- 
esses. At the University of California 
(Los Angeles), the Human Relations Re- 
search Group? is conducting basic research 
on the range of personality, group, organ- 
izational, and cultural variables bearing 
on leadership in organizations. The work 
of this group represents extensions of 
earlier human relations research as well 
as new contributions. Chris Argyris of 
Yale’s Labor and Management Center 
brings together the self-system of the per- 
sonality and the role system of the or- 
ganization.* He dramatizes the conflict 
between the individual and organization. 
The fusion process, a means of bringing 
together the individual’s needs system and 
the formal organization, is a product of 
this research. Herbert A. Simon, James 
G. March, and others* of Carnegie’s Grad- 





*For a summary of the group’s work, see 
Robert Tennenbaum, Irving R. Weschler, and 
Fred Massarik, Leadership and Organization: 
A Behavioral Approach (New York: McGraw- 
Hill, 1961). 

*See Chris Argyris, Personality and Organi- 
zation (New York: Harper, 1957). See also 
Chris Argyris, “Understanding Human Behav- 
ior in Organizations: One Point of View,” 
in Mason Haire, ed., Modern Organization 
Theory (New York: Wiley, 1959). 

*See James G. March, “Business Decision 
Making,” Industrial Research, Vol. 1, No. 2 
(Spring, 1959); and James G. March and 
Herbert A. Simon, Organizations (New York: 
Wiley, 1959). 
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uate School of Industrial Administration 
have made giant strides in their studies of 
complex organizational decision-making. 
Some of the studies are probing into the 
psychological foundation of decision proc- 
esses. Simon and Allen Newell’ have 
made several “breakthroughs” in simulat- 
ing human decision processes on comput- 
ers. Similarly, the Stanford Value Theory 
Project® delves into problems of measur- 
ing value or utility, a key area in choice 
decision-making. This listing does not by 
any means include all of the many con- 
tributing projects. 

There is no one theory or approach 
which incorporates all of the recent devel- 
opments. In fact, it is impossible to draw 
sharp, distinct lines separating the several 
approaches. What has come to be known 
as the traditional “school” of organization 
theory emphasizes the task aspects of the 
business organization. Many of the ideas 
considered fundamental to this body of 
thought have been challenged earlier by 
the human relations writers’ and more re- 
cently by “management science” and “ad- 
ministrative behavior.”* Despite the dif- 


*See Allen Newell and H. A. Simon, The 
Simulation of Human Thought, P-1734 (Santa 
Monica: The RAND Corporation, June, 
1959). See also H. A. Simon and A. Newell, 
What Have Computers To Do With Manage- 
ment? P-1708 (Santa Monica: The RAND 
Corporation, May, 1959). 

*See, for example, Donald Davidson and 
Patrick Suppes, Decision Making: An Experi- 
mental Approach (Stanford: Stanford Univer- 
sity Press, 1957). 

"A good discussion of the contributions of 
human relation writers can be found in War- 
ren H. Bennis, “Leadership and Administra- 
tive Behavior,” Administrative Science Quar- 
terly, Vol. 4, No. 3 (1959-60), pp. 259-301. 

*“Management science” here refers to the 
tremendous contributions of operations research 
to problem formulation, models construction and 
problem-solving, information-collection proc- 
esses, and competitive processes. For an ex- 
cellent survey of such contributions, see Russell 
L. Ackoff, “The Development of Operations 
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ferences in emphasis of the “schools,” 
there has been unity in the direction of a 
greater total awareness of the nature of 
organizational behavior. 

This paper discusses the three “schools” 
— traditional, management science, and 
administrative behavior — with stress on 
the overlapping aspects of fundamental 
ideas. The major distinguishing elements, 
at least those upon which greatest empha- 
sis has been placed, are discussed for each 
school in order to illustrate the trend 
toward a systematic and complete body 
of knowledge. In this sense, the discussion 
should give credence to claims that we are 
moving toward a science of organizational 
behavior, a primary requisite for a science 
of management. 


TRADITIONAL THEORY 


The fundamental body of “principles” 
and “practices” of organization theory 
designated as traditional has its origin in 
the work of Frederick W. Taylor and Max 
Weber. Earlier periods also contributed 
to the foundation of traditional organiza- 
tion thought. Prior to Taylor, Henri 
Fayol wrote General and Industrial Ad- 
ministration,? which expounded a hard 
core of “principles.” Taylor and Weber 
provided the foundation for the monu- 
mental work of Mooney and Reiley, On- 
ward Industry,*° and for Gulick and Ur- 
wick’s collection of essays, Papers on the 
Science of Administration. These latter 





Research as a Science,” Journal of Operations 
Research Society of America, Vol. 4, No. 3 
(June, 1956), pp. 265-95. 

*English translation by Constance Storrs 
(London: Pitman, 1949). 

* James D. Mooney and Alan C. Reiley, 
Onward Industry (New York: Harper, 1931). 

™ Luther H. Gulick and Lyndall F. Urwick, 
Papers on the Science of Administration (New 
York: Columbia University, Institute of Pub- 
lic Administration, 1937). 
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contributions were made during the 
1930’s. Since the 1930's, the basic ideas 
and thought have been reconsidered and 
modified in the outstanding volume, The 
Fundamentals of Top Management, by 
Ralph C. Davis.** The traditional body 
of principles consists of those developments 
which dominated management thought 
prior to the human relations genesis of the 
late 1930's. 


Behavioral Foundation 


The behavior of man has not always 
been viewed as the complex, multidimen- 
sional phenomenon that it is. Early 
stimulus-response theory considered be- 
havior as an aggregate of stimulus- 
response sequences which are actuated 
and linked by the mechanics of basic 
“drives” (internal propensities to elimi- 
nate discomforts or tensions) .** Goals be- 
yond the basic “drives,” as well as the 
means for their attainment, can be ar- 
rived at by additional association. Motives 
such as prestige and “love of money” are 
responses traceable to stimuli or “cues” 
coupled with the processes of gratifying 
basic needs. 

A main tenet of the traditional school 
is that human behavior is guided by basic 
“drives.” People do what they do because 
of impelling motives that are constrained 
by biological bounds. They are governed 
by a kind of “social physics” where 
“causality” and “directions” from the in- 
side are assumed to be the primary forces 
behind human behavior."* 


* New York: Harper, 1951. 

* For an excellent review of stimulus-response 
theory (S-R), see William W. Lambert, “Stim- 
ulus-Response Continuity and Reinforcement 
Theory in Social Psychology,” in Garner Lind- 
zey, ed., Handbook of Social Psychology (Cam- 
bridge: Addison-Wesley, 1954). 

“Anatol Rapaport, Fights, Games and De- 
bates (Ann Arbor: University of Michigan 
Press, 1960). 





This line of reasoning denies that be- 
havior is cognitively organized or or- 
dered.** Thus external controls — controls 
external to the individual —are said to 
be necessary to organize the efforts of 
groups. Rigid hierarchical structures are 
a product of this view. Emphasis on 
external control and, conversely, a de- 
emphasis on self-imposed or individual- 
centered control dominate thought on 
organization structure for systems such as 
the business organization. The importance 
attached to such concepts as the span of 
control is a case in point. The “optimal” 
number of subordinates controllable by a 
superior is assumed to depend on the 
superior’s capacity to organize and super- 
vise. Capacity in this context does not 
reflect in any way the ability of the sub- 
ordinate to control himself. 


Organization Structure 


The foundation upon which the tradi- 
tional writers have built their organization 
structures is authority. For them, author- 
ity, responsibility, and accountability are 
the basic properties of structure. Every 
organizational relationship has some ele- 
ment of each of these attributes. 

The traditional concept of the role of 
organization structure is that it gives con- 
tinuity and order to the organization in 
the face of constantly changing organiza- 
tional objectives and modifications of 
human behavior. It is an arrangement 
which facilitates the flow of instructions 
to subordinates and maximizes the likeli- 
hood that hierarchically determined goals 
will be attained. The structures are non- 





* Cognitive theory emphasizes the perceptual 
aspects of the behavioral stimulus-response se- 
quence. It asserts that behavior is organized 
and structured. See Martin Scheerer, “Cogni- 
tive Theory,” in Handbook of Social Psychol- 
ogy, op. cit. 
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personal. Since human behavior is as- 
sumed to be biologically determined in 
the main, it is possible to devise a struc- 
ture which is independent of the partic- 
ular persons at the many levels. This 
assumes merely a biological adequacy to 
receive and act upon instructions. The 
ideal structure is one which combines re- 
sources (human and material) most ef- 
fectively for the performance of some 
task. Structure building is then a quasi- 
engineering job. It is concerned with the 
stresses and strains of authority and re- 
sponsibility required to get a job done. 
The desire to specify work processes and 
to minimize cost of production produces 
a natural emphasis on control and hence 
authority to guide action in the organiza- 
tion. This approach determines structure 
independently of the social and psycho- 
logical needs of organization participants. 


Decisions 

Decision-making in traditional theory is 
considered a function to be exercised by 
persons occupying positions high in the 
hierarchical structure. Decision-making is 
an executive function. Decisions are made 
at high levels and flow to positions lower 
in the hierarchy as instructions. Instruc- 
tions (programmed decisions) always flow 
from higher to lower levels. Information 
flows from lower to higher positions and 
is almost always limited to verbal and 
written accounts about the activities of 
subordinates. In general, decision-making, 
when done by subordinates, is encouraged 
not for its ability to help make sound de- 
cisions but as good “human relations.” It 
is considered volunteered “informal” so- 
cialization. 


External Environment 


Traditional organization theory treats 
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the organization as if it were isolated from 
cultural and other external societal forces. 
The role of social motives as a behavioral 
influence is minimized by ignoring the 
so-called “ingrained social impulses.” In 
place of the external social and political 
forces, traditional theory emphasizes a 
form of preordination. As a result, organ- 
izations are considered as being determin- 
istic. If thé organization is properly de- 
signed (has the “right” authority and 
control relationships), a high degree of 
rationality and predictability will be asso- 
ciated with behavior. 

If the larger environment of the or- 
ganization is influential at all, it is through 
the impersonal flow of inputs and outputs 
in the market place. The inputs are hu- 
man lzoor service, capital, and material 
productive agents. The outputs are tangi- 
ble products and services. The emphasis 
of the business organization on profits and 
pricing goals suggests that some awareness 
of external influences prevails. 

This thumbnail sketch of traditional 
theory suggests, perhaps, what is neces- 
sary for a better understanding of the 
functioning of modern organizations. One 
must have broader views of: (1) the 
socio-psychological foundation of behav- 
ior; (2) the organization structure and 
the role the basic elements play in it; 
(3) the decision-making process; and 
(4) the influence of the organization’s 
larger environment. The schools known 
as management science and administra- 
tive behavior have contributed in one way 
or another to a better understanding of 
these influences. 


MANAGEMENT SCIENCE” 


Too often, the term “management sci- 
ence” (identified here with operations re- 





“The management science literature is too 
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search) conjures up visions of equations, 
complex solution techniques, optimality 
formulations, and a host of new terms — 
game theory, monte carlo and mathemati- 
cal programming. Management science is 
more than this. It also provides directions 
for revisions in traditional organization 
theory. 


Behavioral Foundation 


Rationality in traditional theory implies 
a limited kind of goal-directed, organiza- 
tional behavior. It is assumed that with 
adequate incentives, behavior can _ be 
channeled effectively toward organiza- 
tional goals. The subverting of behavior 
from organizational goals is considered 
“nonrational” since the organizational 
goals are identical with the personal goals 
of the individuals. Despite attacks from 
many quarters, this concept of rationality 
has been altered only slightly.?’ 

Management science broadens _ the 
foundation of rationality. Rational behav- 
ior is defined in a strict logical frame- 
work. “Nonrational” behaviors are illogi- 





extensive to list here. One might start with 
C. W. Churchman, R. L. Ackoff, and E. L. 
Arnoff, eds., An Introduction to Operations 
Research (New York: Wiley, 1956). For 
more advanced work see T. M. Whitin, The 
Theory of Inventory Management (Princeton: 
Princeton University Press, 1953); and R. 
Bellman, “The Theory of Dynamic Program- 
ming,” Bulletin of the American Mathematical 
Society, Vol. 60, No. 6 (1954), pp. 503-16. 

“In business practices there are few in- 
stances where the attainment of personal goals 
of participants is accorded equal status with 
organizational goal achievement. Compromises 
have been effected where personal goal attain- 
ments are recognized as “collateral” or “side 
payments” for the attainment of organizational 
goals. For arguments that organizational be- 
havior should be directed in balance toward 
both personal and organizational goals, see 
Chester I. Barnard, The Functions of the Ex- 
ecutive (Cambridge: Harvard University Press, 
1947). 


cal, blind, ignorant, or rash actions. In a 
situation where (1) goals are determined, 
(2) all alternatives (courses of action) 
and possible outcomes are defined, and 
(3) a rule for ordering alternatives is 
established, types of “nonrational” behav- 
ior might be defined as follows: ** 

(a) illogical action — erroneous reason- 
ing from available facts. 

(b) blind action — ignoring some pos- 
sible outcomes of a course of action. 

(c) ignorant action — omitting rele- 
vant available facts. 

(d) rash action—giving incomplete 
consideration to various alternatives. 

While this concept of rationality and 
“nonrationality” prescribes a very re- 
stricted form of cognitive behavior, it 
widens the range of possible rational be- 
havior in the organization. “Informal” 
behavior, activity not considered germane 
to organizational goals but logical, be- 
comes meaningful in this background. 
Workers may subvert organizational ac- 
tivity toward the attainment of personal 
goals. The sole requirement is that the 
worker be logical in pursuit of such goals; 
whether the goals are personal or organi- 
zational is irrelevant. 

Traditional organization theory is 
couched in a deterministic framework. 
Participants are assumed able to identify 
with certainty outcomes that will flow 
from a selected course of action. They 
know all of the relevant courses of action 
with certainty. Management science stays 
much within the same means-end schema 
but departs from such determinism. 

The world of the organization is one of 
uncertainty. For each course of action, 





“Sidney Schaeffler, The Failures of Eco- 
nomics: A Diagnostic Study (Cambridge: 
Harvard University Press, 1955), Appendix A, 
pp. 193-96. 
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the administrator may seldom know with 
certainty the possible outcomes or set of 
effects. He may be able to discover the 
probabilities of certain outcomes. Then 
again he may not be able to recognize pos- 
sible outcomes of a given course of action 
at all. Consider the following example. 

Company X, with a sagging employee 
morale, may consider increasing vacation 
time as a course of action in attacking 
this problem. There may be several out- 
comes: 

a, — workers may consider the action 
as indicative of the company’s ability to 
offer much more, a measure of potential, 
and the result may be pressure for more 
time and consequently a further deepen- 
ing of the problem. 

a2, — workers may consider the vacation 
time increase as an “instalment” overdue 
them but may not change attitude at all. 

as — workers may consider the vacation 
time increase as an excellent gesture and 
immediately shift attitude. 

If company X has encountered similar 
problems before or knows of a number of 
companies with comparable experience, it 
may be possible to establish objective 
probability measures for a;, a2, and as, 
given the course of action A (increase 
vacation time)—eg., P(a,/A) = .40, 
P(a2,/A) = .30, and P(a;/A) = .30. This 
reads: “the probability of a given action 
A.” Thus, the probability of improving 
morale by increasing vacation time is .30 
or 3 in 10 chances. If A should be se- 
lected over other possible courses of ac- 
tion, there is a chance (“poor” by some 
executives’ judgment and “good” by 


others’) for success. But the outcome is 
not certain one way or the other. 

On the other hand, if company X does 
not have previous experience or does not 
know of other companies with previous 
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experience, and is not aware of the pos- 
sible outcomes, the effectiveness of a se- 
lected course of action is highly uncertain. 
This is one type of genuine uncertainty.’ 

In other words, assuming the machine- 
like behavioral framework of traditional 
theory to be true, it is at best a “gaming” 
machine — that is, one with some inher- 
ent randomness. Administrators invoke 
alternatives with anticipated action sur- 
rounded by a degree of uncertainty. It is 
not absolutely certain that a single “right” 
incentive or stimulus will get the desired 
results, 


Organization Structure 


Management science has implications 
for the traditional concept of organization 
structure. One implication flows from its 
contributions to information technology — 
computer applications, cybernetics, and so 
on. Some writers suggest that the plan- 
ning and control processes should be mod- 
ified because of the “new technology.” 
The shape of the organization should be 
reconsidered; Leavitt and Whisler”® indi- 
cate that tomorrow the organization struc- 
ture will be vastly different: 

(1) Information technology should 
move the boundary between planning and 
performance upward. 

(2) Large industrial organizations will 
tend to centralize activities more. 

(3) A radical reorganization of middle- 
management levels will occur with certain 
classes of middle-management jobs elim- 
inated. 

* Charles Hitch, “Uncertainties in Opera- 
tions Research,” Journal of Operations Re- 
search, Vol. 8, No. 4 (July-August, 1960), 
p. 438. 

* Harold J. Leavitt and Thomas L. Whisler, 
“Management in the 1980's,” Harvard Business 


Review, Vol. 36, No. 6 (November-December, 
1958), pp. 41-48. 
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(4) The line separating the top from 
the middle management will become more 
clear and impenetrable. 

Another implication follows from skills 
and know-how in managerial decision- 
making. Authority in the organization 
becomes associated with knowledge and 
technical competence. This has meaning 
for the authority relationships between 
line and staff managers. 

In traditional theory power and author- 
ity are treated as equivalents. Both are 
associated with organizationally defined 
status. Power is unduly restricted in this 
context, for power is not only a function 
of one’s position in the organizational 
hierarchy; it is also a function of the dis- 
tribution of skills and knowledge.** The 
latter need not be rewarded with a posi- 
tion of authority. Management science 
suggests that the power (ability to pro- 
duce a desired effect) of the staff manager 
is growing. Thus the power balance long 
dominated by line personnel, in the line- 
staff authority relationship, is moving in 
the direction of greater authority and 
power for staff personnel. “The power of 
the powerful is power over the acquisition 
of skill and knowledge.”?? The staff man- 
ager controls the skill and technical know- 
how required for the leadership in com- 
plex organizations. 


Decisions 

The major contribution of management 
science to organization theory is its effort 
to bring precision and objectivity to 





"There are other sources of power — re- 
spect, affection, well-being, wealth. See Harold 
D. Lasswell and Abraham Kaplan, Power and 
Society (New Haven: Yale University Press, 
1950). 

"Kenneth E. Boulding, The Image (Ann 
Arbor: University of Michigan Press, 1956), 
p. 106. 


decision-making under hierarchical ar- 
rangements. The application of rigorous 
methods to management problem solving 
is its hallmark. The reputation of man- 
agement science has been built mainly 
from the application of linear program- 
ming, game theory, and complex prob- 
abilistic models to management problems. 
Linear programming has been particularly 
successful in the solution of problems re- 
quiring the simultaneous consideration of 
a large number of variables and where 
there are restrictions on the acceptable so- 
lution. Game theory has provided the 
foundation for problem-solving when out- 
comes are uncertain. Optimization models 
have had widespread acceptance in inven- 
tory management, production scheduling, 
transportation, and location of production 
and distribution facilities.** 

It is unfortunate, however, that deci- 
sion-making has become identified with 
precision in problem-solving. The latter 
is only one aspect of the decision- 
making process. Failing to take cogni- 
zance of this point has led to undue 
criticism of management science. 


External Environment 


Like its more sophisticated counterpart, 
the theory of the firm, early organization 
theory attempted to ignore the problems 
of value judgment. There were essentially 
two reasons for this aberration. One was 
the lack of an understanding of cognitive 
behavior. The other was an affinity for 
determinism. Value or utility does not fit 
comfortably in a deterministic framework. 
Management science has paved the way 
for a re-emphasis of value (utility) in 
organizational decision-making. 





*™R. L. Ackoff, “The Development of Op- 
erations Research as a Science,” loc. cit., pp. 
265-91. 
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In order to use most management sci- 
ence models as a basis for decision-making, 
a value must be assigneu to all possible 
outcomes of a given course of action (al- 
ternative). Specifically, a numerical meas- 
ure must be assigned. In production and 
resource allocation problems, for example, 
an estimated unit net return (or loss) can 
be assigned to each possible outcome re- 
sulting from a selected course of action. 
By contrast, in a small university with 
limited resources, it is far more difficult 
to assign a unit net return to each of the 
set of effects one course of action might 
have as opposed to another. The admin- 
istrator theoretically must first develop an 
interval value scale and from that assign 
numerical measures to each outcome. 
There is neither time nor know-how to 
carry through such a step in most cases. 
More often than not the judgment of the 
decision-maker is appealed to directly, 
but in either situation, the judgment of 
the decision-maker influences the final 
decision. 

Value judgments are also introduced by 
management science in the probabilistic 
foundations of some models. Administra- 
tors may not know the objective probabil- 
ity measures (derived frequencies). He 
may infer measures by judgment from 
roughly similar experiences. Such meas- 
ures are subjective rather than objective.** 

These illustrations do not cover the 
complete list of situations which may re- 
flect value judgments. They do, however, 
illustrate that there are ways for the larger 
environment of organizations to influence 
internal behavior even in “closed” models. 
Community sanctions, cultural back- 





™“ For a discussion of the foundational aspects 
of subjective probability, see L. J. Savage, The 
Foundation of Statistics (New York: 
1954). 
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grounds, and norms enter the internal be- 
havior of the organization through the 
utility scales or values of organizational 
Participants. 


ADMINISTRATIVE BEHAVIOR: 
A DECISION APPROACH 


Behavioral Foundation 


The approach to organization behavior 
known as administrative behavior is iden- 
tified with an emphasis on cognitive proc- 
esses in the determination of individual 
behavior. It is recognized that some be- 
havior is biological and some habitual, 
but in the main, behavior is flexible. It is 
determined by cognitive processes. 

Behavior is controlled by the image of 
the situation, which in turn is formed by 
sensory impulses received by the individ- 
ual. A specific stimulus is filtered through 
a value system based on the individual’s 
limited perception, frustration, and expe- 
rienced conflicts. The individual’s response 
to a stimulus may reflect not only an im- 
age of what is but what ought to or might 
be. The image need not be accurate to be 
effective. The whole foundation of human 
behavior is non-deterministic. 

To say that behavior is flexible and 
cognitive directed is not enough. The de- 
cision approach goes further. Behavior 
has a planned “hierarchical structure” 
such that each act is the result of a se- 
quence of decisions — selections of plans, 
strategies of execution, and control. There 
is order in the behavior of individuals — 
order subject to the control of the indi- 
vidual. Not all individuals respond in 
the same manner to the same stimulus. 
Reaction is a function of experience, per- 
ception, and so on. Individuals structure 
each act in reference to the larger set of 
plans of organizations or institutions. The 
organization provides a “master plan,” 
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thereby permitting stable expectation to be 
formed -by individuals participating. 

By revising or bringing to light a more 
sophisticated socio-psychological basis than 
traditional theory, the decision approach 
redirects thinking about elements of struc- 
ture and the roles that it plays. 


Organization Structure 


Formal authority is viewed by tradi- 
tional organization theory as the most im- 
portant relationship. existing between the 
“decision-makers” and the “doers.” It is 
a tool for controlling organizational be- 
havior. In the decision approach author- 
ity is recognized as possibly being less 
important in guiding organizational be- 
havior. Formal authority may be a mini- 
mal type of control. It limits the range 
of activity but does not necessarily deter- 
mine a unique response. It limits choice 
but does not determine it. In this re- 
spect, it is comparable with the manage- 
ment science approach; both are non- 
deterministic. 

Consider the two-party relationship A 
and B where A functions as a superior. 
A may restrict the range of B’s behavior 
but B is free to choose any pattern of un- 
restricted behavior. The exception, of 
course, is when all courses of action but 
one are ruled out. Even here the subordi- 
nate has the choice of participating or 
withdrawing from the organization. Thus 
no matter how much authority an admin- 
istrator may possess or how “superior” he 
may be, it is always the subordinates who 
control the final action decision. And 
action is always multidimensional. Subor- 
dinates make decisions as well as act. 

Formal authority can be and frequently 
is both a stock of power with latent po- 
tential and a flow of influence. In or- 
ganizations where the range of alternative 


behavioral choices is large, it is primarily 
a stock of power with latent potential. It 
is usually well defined, such as power to 
hire, fire, promote. It is appealed to as a 
last resort for guiding action. When 
formal authority does flow as influence it 
is generally one-way, namely, to lower 
levels in the hierarchy. Other sources of 
infiuence arising from the power of per- 
sonality, social status, and skill and knowl- 
edge may be far more effective and may 
have upward, downward, and sideward 
flows. 

The decision approach subordinates 
formal authority in favor of the more 
general case of influence because of the 
dynamic nature and greater generality of 
the latter. In many instances a subordi- 
nate may exercise sufficient influence with 
his superior’s superiors that authority re- 
lations become meaningless. A minor 
civil servant may have sufficient influence 
with elected officials to exercise a veto 
over his superior’s orders. Many such ex- 
amples come to mind immediately. Deci- 
sion processes reflect interacting patterns 
of influence. Influence is reflective. In 
the case of A and B, if AB, then B>A. 
A’s decision reflects his expectation con- 
cerning B’s reaction. Similarly, B’s deci- 
sion to act in some manner reflects expec- 
tations concerning A’s possible reaction 
— appreciation, satisfaction, endearment, 
chagrin, or disappointment. Though re- 
flective, influence patterns need not be 
equally potent. An employee who knows 
he can be replaced without great cost or 
inconvenience to the organization is likely 
to be more influenced by superiors than 
they are by him. By contrast, an employee 
with unusual and highly valuable talents 
may influence his environment more than 
it influences him. 

Another reason for subordinating for- 
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mal authority is its popular connotation: 
A superior’s command “causes” a subor- 
dinate to act. The implicit “cause and 
effect” contained in this statement is a 
communication handicap. Within an or- 
ganization, there are behavioral norms and 
sanctions which may limit the actions of 
a subordinate to a single alternative if he 
wishes to continue participating in the 
organization. The authority of a superior 
cannot affect that decision though his 
influence might. 

The recognition that formal authority 
is one of a set of power relations does not 
detract from its “blending” and “cohe- 
sive” effects. It is still essential for the 
maintenance of a working degree of ho- 
mogeneity in organizational activity, for 
it is true that influence and power usually 
coexist with authority. Positions high in 
an organization are normally held by per- 
sons who have impressed others with their 
knowledge of the job to be done and of 
their ability to do it effectively. More- 
over, they have made this impression 
often. Thus, they enjoy a favorable image 
within the organization or at least among 
those with power and influence. 

Just as authority dominates the think- 
ing on structure in organization theory, 
communication is foremost in organization 
structure from the decision approach. 
Communication is a process whereby in- 
formation of all sorts (problems, facts, 
decisions) are transmitted within an or- 
ganization. It determines the capacity of 
an organization to maintain highly inter- 
dependent patterns of behavior. 

A number of attributes of communica- 
tion heretofore obscured are emphasized 
by the decision approach. Content, effi- 
ciency, net structure, and direction are 
given the same play as syntax and seman- 
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With 


tics in conventional thought.?° 
regard to content, what information is 
relevant? By selecting certain symbols, it 
is possible to communicate large amounts 
of information with smaller and fewer 
channels. But the efficiency of communi- 
cation does not depend on symbols and 
the number of channels alone. There are 
the “noise” or “distortion” (defined as 
“changes in a message which were not 
intended by the sender”) factors to be 
considered. Using highly specialized sym- 
bols — like the restaurant jargon of cooks 
and waiters— not only increases the in- 
formation transmitted per symbol but also 
limits the opportunities for “static” or 
“distortion.” This follows from the re- 
duced number of symbols and the more 
restricted interpretations possible in the 
specialized language. Take the case of a 
“BLTS” (bacon, lettuce, and tomato 
sandwich). If only the first two letters 
were heard by the cook, the result would 
be a sandwich without tomatoes. One 
“repeat” at “pick-up” time by the waiter 
clears this up. 

The direction of communication is per- 
haps the most critical dimension. Two- 
way communication is the minimum for 
maintaining a viable group or organiza- 
tion. The real problem is to find the most 
desirable arrangement of directions. 
Which network or net structure “best” 
integrates decision-making and action? 


C C C 
“AN ! /\ 
Al \e A A—B 

/1\ [ 1 
BD BDE Doe 
(1) (2) (3) 


* Harold J. Leavitt, Managerial Psychology 
(Chicago: University of Chicago Press, 1958), 
Chs. 14 and 15. 
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Consider the three networks shown. 
Case (1) is the most “efficient” network, 
in that it requires few receivers and has 
only two interpretations—that of the 
sender (A, B, D, E) and that of the re- 
ceiver (C). It is fast. Case (2) is not as 
fast as (1) and the possibility of noise and 
erosion of content increases. A “filters” 
all information going to C. Case (3) 
provides an optimum number of relation- 
ships, in the sense that the number of 
communications is maximized. “Effi- 
ciency,” however, is extremely low, the 
lowest of three cases. Thus we may have 
a paradox: The structure which maxi- 
mizes “efficiency” need not maximize 
“participation” at the same time. Does 
one have to be obtained at the expense of 
the other? Organizational decisions re- 
quire that we have both efficiency and 
high participation. 

Vitalizing the role of the communica- 
tion element in organization theory has 
been a major contribution of the decision 
approach. 

The decision approach has a tendency 
to alter the flow of control away from the 
organization to individual participants. 
The individual’s decision process rather 
than his activity per se becomes the main 
point of interest. 

With emphasis on individuals as self- 
control units, additional features of organ- 
izational behavior immediately emerge. 
One result of this development is that 
problem-solving units and potential deci- 
sion centers tend to proliferate and reduce 
the likelihood of getting organizational 
effort to coincide with over-all organiza- 
tional objectives. This stems from the 
wide range of possible interpretations of a 
given problem within the organization. 
Each of these units tends to have different 
perceptions of the same problem because 


of rational limitations imposed by sub- 
organizational settings. Under such cir- 
cumstances, an absence of uniform deci- 
sions and behaviors is highly probable. 
The ultimate effect of such subgroup 
problem-solving may be fewer solutions 
which are “optimal” for the organization 
as a whole. 

Another result of the self-control orien- 
tation introduced by the decision approach 
is a modification of the means of evaluat- 
ing effective executive control. With the 
individual’s decision a focal point, the 
ability of an executive to control sub- 
ordinates must be evaluated from the 
subordinate’s as well as from the admin- 
istrator’s side of the relationship. 

Summing up, the impact of the deci- 
sion approach on the role of basic ele- 
ments or the organization structure has 
been significant. On the one hand, author- 
ity has been reduced to a less pervasive 
role in an organization of “free” men. It 
makes possible an equitable marriage 
(within the same approximate limits as 
are possible in human events) between 
“formal” and “informal” influence. On 
the other hand, vitalizing and granting 
independent status to communication fur- 
ther diminishes the rationale for inflexible 
organization structure. The question of 
control becomes more involved. The en- 
tire concept of organization structure 
requires re-evaluation. Organization struc- 
ture becomes a variable to be determined 
by the behavior patterns of the organiza- 
tion. 


Decisions 

In treating decision-making, administra- 
tive behavior goes beyond both traditional 
theory and management science. The de- 
cision process is considered in its entirety. 
The means-end schema of management 
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Table 1 


A DEVELOPMENTAL PATTERN OF ORGANIZATION THEORY 
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“Schools” of thought 








Major 
elements Traditional Management Administrative 
theory science behavior 
(1) Absence of internal (1) Instinct and (1) Flexible behavior 
A or self-control flexible behavior guided by cognitive 
(2) Instinct behavior (2) Joint behavior process 
Biological and (3) Joint behavior probabilistic, not (2) Behavior planned 
socio-psychological deterministic and deterministic and structured by 


foundation of behavior 


rational in organizations 


individual 

(3) Joint behavior 
probabilistic in 
organizations 


(3) Rationality the 
logical behavior 





B 


Elements and nature of 
organizational structure 


(1) Authority- 

oriented structure 

(2) Executive control — 
close supervision 

(3) Structure inflexible 


(1) Communication- 
oriented structure 

(2) Control centered 
in individual 

(3) Structure variable 


(1) Authority sub- 
ordinated to knowl- 
edge and skill as 
power source 

(2) Structure oriented 
toward communica- 
tion and problem- 
solving 





(1) Decision-making 
limited to top 


(1) Decision-makin g 
the major dimension 


(1) Decision-making 
identified with 





Cc hierarchical positions problem-solving of all acts 
per se (2) Problem-solving 
Decision-making (2) Emphasis on only one aspect of 
process precision decision-making 
(3) Suboptimal prob- 
lems outgrowth of 
“rational bounds” of 
individual 
(1) External environ- (1) Subjective value (1) External environ- 
D ment influenced filters decisions — ment variable in in- 


Influence of external 
environment 


through market place 
(2) Nonmarket external 
forces assigned ceteris 
paribus status 


ternal organizational 
behavior 

(2) Interorganizational 
behavior given formal 
recognition 


(value reflects total) 





science is generalized to a more “open” 
decision process. The environment and 
human frailties of the decision-makers 
enter the process. Problem-solving as de- 
fined in management science is modified 
in several ways.”® 

First a more realistic approach to the 
goal-striving behavior of individuals is 





* Herbert A. Simon, Models of Man (New 
York: Wiley, 1957), pp. 106-202. 


adopted. Individuals have structures of 
goals. Not all such goals are identifiable 
or for that matter operational. This struc- 
ture may be represented by a varying 
aspiration level. Secondly, individuals 
have limited problem-solving ability. Only 
high-speed electronic computers and data- 
processing equipment permit the type of. 
problem-solving popularized in manage- 
ment science models (list all possible 
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alternatives and select the “best”). Indi- 
viduals have to develop simplified models 
of the situation and proceed from that. 
Finally, individuals search for solutions 
which are “satisfactory” in terms of their 
aspiration level; they may not seek to 
“maximize” at all. 

Thus the role of complex problem- 
solving heuristics as advanced in manage- 
ment science is placed in the proper 
perspective in the decision process. The 
psychological properties of human behav- 
ior are as important in decision-making 
as the complex problem-solving frame- 
works of management science. 


External Environment 


The decision approach accords total 
environment (the “larger environment’) 
the status of an influential variable in or- 
ganizational behavior. The larger system 
controls organizational behavior by infus- 
ing its values, norms, and ideational focus 
in the organization. 

The behavior of individuals are reflec- 
tions of images, not facts. So far as the 
total cultural background, interorganiza- 
tional experiences, and accumulative edu- 
cational development must shape the 
value system behind the image, internal 
organizational behavior is constantly sub- 
jected to the influence of the “outside” 
world. Managers and administrators have 
images shaped by long-term aspiration 
levels which frequently go back to child- 
hood. Organizations are influenced by 


other organizations. The business organi- 
zation is constantly attempting to shape a 
favorable image in the minds of unions, 
government units, or consumer groups. 

One important contribution of the de- 
cision approach has been to revitalize in- 
terest in interorganizational behavior and 
decision-making. 


CONCLUSION 


This paper seeks to discover a sense of 
order and direction in the development 
of thought on organization behavior 
(Table 1). As one sifts the claims and 
reclaims of the several “schools,” the 
trend toward a comprehensive organiza- 
tion theory is in evidence. From the 
simple, instinct-oriented behavioral foun- 
dation of traditional theory evolves a 
foundation of flexible and _ cognitive- 
structured behavior with control rooted in 
the make-up of individuals. Organization 
structure is viewed less as a rigid, omnis- 
cient “super” machine than as a set of 
variable relationships reflecting the dy- 
namic behavior of the organization. 
Decision-making is transformed from a 
hierarchical right to a basic dimension of 
all behavior. Everybody makes decisions. 
And, finally, the “other things being 
equal” approach in traditional theory 
gives way in the decision approach to a 
recognition of the larger environment of 
the organization and of the influence of 
many contributing variables. 








On the Benefits of Advertising 


Roger L. Bowlby 


This analysis of advertising’s benefits and 
detriments is approached with consider- 
able trepidation, for it presumes to give 
advice to experts in a field in which the 
author is a rank amateur. The position 
taken here, in a nutshell, is that the ad- 
vertising industry does a splendid job of 
advertising a wide variety of products 
from soap and cigarettes to natural gas 
and aluminum auto trim, but that it does 
a particularly bad job of advertising a 
product which is becoming increasingly 
important in the world and the United 
States and toward which there is an in- 
creasing amount of public resistance. This 
product is advertising. 

The American advertising industry, by 
any reasonable measurement, has been 
spectacularly successful during the past 
decade. Its growth in employment, sales 
volume, and influence pays eloquent trib- 
ute to the truth of the old aphorism that 
it pays to advertise. At the same time 
the industry suffers from a certain ma- 
laise. The pioneering work of Frederic 
Wakeman has been followed by a succes- 
sion of popular fictional works portraying 
the industry in an unsympathetic manner. 
The welfare implications of advertising 
have been questioned by academic econ- 
omists for many years, and more recently 
such writers of nonfiction as John K. 
Galbraith and Vance Packard have ex- 
pressed hostility toward the industry be- 


fore a wide audience. Advertising is 
wasteful, they say; it shifts production 
into the wrong sectors and makes it im- 
possible for consumers to express their 
preferences in a rational manner. 

What response ought the industry to 
make to this criticism? The thesis of this 
article is that the responses that have been 
made and are currently being made by 
advertising executives and friends of ad- 
vertising are the wrong ones, and that 
there are alternative answers, with ancient 
and honorable roots in orthodox economic 
theory, possessing the merits of greater 
simplicity and accuracy. 


THE BENEFITS OF ADVERTISING 


The basic point at issue between the 
friends of advertising and those hostile to 
the industry can conveniently be expressed 
in terms of the slogan mentioned earlier. 
The proposition that it pays to advertise 
is not in serious dispute; the questions 
that need to be resolved are precisely 
whom it does pay, and whether or not the 
benefits conferred on some individuals or 
groups are offset by detriments suffered 
by others. 

Broadly speaking, the critics of adver- 
tising admit that advertising benefits the 
advertiser (this admission is usually tacit) , 
but they contend that it operates to the 
disadvantage of consumers and that the 
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aggregate losses suffered by consumers are 
greater than the gains accruing to adver- 
tisers. This is the sophisticated argument 
that might be given to a scholarly audi- 
ence; for popular consumption it is usu- 
ally more convenient to forget about the 
benefits entirely and talk exclusively about 
the burden that advertising imposes upon 
the beleaguered consumer. 

Faced with this attack on advertising’s 
social virtue, the usual response is to deny 
that advertising harms consumers and to 
contend that it benefits society as a whole 
by sustaining mass markets and mass 
production, by supporting the whole sys- 
tem of modern communications, and by 
promoting prosperity and full employ- 
ment via an increase in the total volume 
of spending. The emphasis is on the 
benefits of advertising to the society at 
large; that it benefits the advertiser is 
mentioned in a semi-apologetic, shame- 
faced manner, if at all. 

This general line of argument is of 
dubious validity, amounts to fighting a 
battle on the enemy’s territory, and should 
be abandoned. The proper answer to 
advertising’s critics is simply to state that 
advertising benefits the people who adver- 
tise and that in a society organized around 
competition and self-interest this is all 
that is required. 

Advertising should be defended in the 
same way that pogo sticks and rock and 
roll music are defended. In a capitalistic 
society, the question of whether or not 
rock and roll music serves the public 
interest should not be a major concern. 
The more relevant question is whether it 
serves the interests of the rock and rollers. 

Does the Steelworkers union serve 
the public interest? The officials of 


the union think so, but they must yearn 
for the enviable position of the rock and 
roll singer who is not required to answer 
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this difficult question. Everyone from 
erudite college professors to shop stewards 
realizes that the survival and growth of 
the union in the long run depend upon 
how well it serves the interests of the 
steelworkers and not those of the general 
public. Everyone would accept self- 
interest as at least a partial justification 
for its activities, and even the opponents 
of the union are frequently drawn into 
arguing that the union must be curbed 
because it does not promote the interests 
of the rank-and-file worker. From the 
union’s point of view, these latter assaults 
should be welcome; in the long run, 
competition from other unions will force 
it to serve the workers’ interests anyway, 
and it is unfortunate that this trouble- 
some issue of the public interest should 
have come up in the first place. 

The advertising industry, with some 
minor qualifications, is currently in the 
enviable position of the singer, unencum- 
bered by governmental regulation; its pri- 
mary purpose is presumably to maintain 
this status and avoid the sorry plight of 
the labor union official who is held ac- 
countable for the social implications of 
his actions. This means that the social 
benefits of advertising ought not to be 
invoked, for they can only lead the dis- 
cussion into dangerous areas. 

To generalize, this advice can be of- 
fered: If you are proposing government 
regulation, talk about the interests of 
society, and try to get your opponents to 
do likewise. If you are defending your- 
self against proposed regulation, stress 
self-interest. If your opponents can be 
induced to speak at this level of general- 
ization it may even be possible to argue 
that the capitalistic system is predicated 
upon the coincidence between enlight- 
ened self-interest and the public good. At 
any rate, you are on sounder ground when 





you talk of self-interest, for most people 
will accept the principle that each man 
knows his own self-interest better than do 
governmental authorities, popular novel- 
ists, or even college professors. The pub- 
lic interest, by contrast, is a relatively 
elusive concept that is much harder to 
establish with clarity. 


ADVERTISING’S CONTRIBUTION 
TO FULL EMPLOYMENT 


Thus far it has been argued that the 
champions of advertising have been work- 
ing at the wrong level of generalization — 
that they have been stressing its social 
benefits to the community at large rather 
than its narrower benefits to the business- 
men who purchase advertising services. 
The argument has been couched in terms 
of strategic considerations and has de- 
liberately avoided the difficult question 
of whether advertising does or does not 
promote the general welfare. It is now 
appropriate to examine this question in 
some detail. The reader should perhaps 
be warned in advance that no very clear 
results will flow from this analysis. To 
summarize the conclusions at the outset, 
only hazy and contradictory judgments 
can be made about advertising’s social 
worth at this level of generalization. This 
is a further reason to believe that the 
high-level generalization ought not to be 
used by those with an interest in rebutting 
the industry’s critics. 

Let us first examine the argument that 
advertising promotes the general welfare 
by sustaining prosperity and full employ- 
ment. As usually advanced, the argument 
goes something like this: Advertising 
makes people spend more money. This 
extra spending creates extra jobs and 
extra income and maintains full employ- 
ment. If advertising stopped, consumers 
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would reduce their purchases, trade would 
stagnate, and an awesome depression 
would result. 

There are a number of difficulties with 
this argument. First of all, it is funda- 
mentally a Keynesian argument and will 
be acceptable only to those who regard 
the level of effective demand as the key 
variable influencing the level of economic 
activity. Some people believe that a com- 
petitive economic order would tend to 
produce full employment automatically if 
there existed sufficient wage and price 
flexibility; some believe that the quantity 
of money is at the root of cyclical disturb- 
ances. Since advertising makes no contri- 
bution to the money supply, nor to price 
flexibility, there is little reason to expect 
that non-Keynesians will be moved by this 
argument. 

Let us assume that most or all people 
are Keynesians at heart and that we can 
overcome this first hurdle. We come next 
to the problem of whether or not adver- 
tising increases the total level of spending, 
or to use economists’ conventional termi- 
nology, whether it increases the propen- 
sity to consume. If advertising increases 
spending on advertised goods, it is at least 
logically possible that it reduces spending 


on other goods; one of the main induce- 


ments to advertising on the part of the 
businessman is the prospect that it will 
divert business to him from his competi- 
tors. It is also logically possible, of course, 
that advertising induces new sales that 
do not come at the expense of other sales. 
The choice between these two possibilities 
must be made largely on a priori grounds; 
there is no easy and certain way to meas- 
ure the influence of beer advertising on 
milk sales. It follows that if stubborn 
people choose to make the wrong a priori 
assumptions, it will be difficult to dissuade 
them. 
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There is a further difficulty in the 
proposition that advertising increases the 
propensity to consume, for various forms 
of non-consumption are currently being 
promoted by substantial advertising cam- 
paigns. While advertising urges con- 
sumers, on the one hand, to buy more 
goods, it also urges them to buy more 
government bonds, to hold more funds in 
savings and loan associations, to partici- 
pate in monthly investment programs, 
and to buy insurance policies that have a 
substantial savings component. Since sav- 
ings, by definition, are income minus con- 
sumption, a necessary corollary of encour- 
aging consumption is the discouragement 
of savings. So far as the advertising 
industry encourages savings in the process 
of serving a variety of its clients, the argu- 
ment that advertising increases the pro- 
pensity to consume is tenable only if a 
section of the industry is ineffective. 

Even if it could be shown that adver- 
tising causes people to spend more on 
some goods and services without spending 
less on others, and even if the Keynesian 
framework of analysis is accepted, it does 
not necessarily follow that advertising 
benefits the society at large. Those pos- 
sessing more than a nodding acquaintance 
with economic analysis will realize that a 
society can suffer from too much spending 
as well as from too little. If advertising 
aspires to receive credit for postwar 
American prosperity, it must accept blame 
for postwar American inflation. Even if 
it were granted that advertising can cure 
depressions, this line of argument leads 
inexorably to the conclusion that adver- 
tising ought not to be increased without 
limit during periods of prosperity and in- 
flation, and it hardly substantiates the 
proposition that the industry should be 
immune from social control. 

There is another way that advertising 
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might tend to stimulate business activity, 
and that is by raising the volume of in- 
vestment. To use technical terminology 
again, the availability of advertising might 
increase the marginal efficiency of capital 
(or in more mundane language, it might 
increase the anticipated profits associated 
with an investment project) by prom- 
ising more rapid customer acceptance, 
speedy growth, and a shorter payback 
period. At the same time that it improves 
the outlook for one project, however, it 
may reduce the attractiveness of this same 
project by heightening the chances that 
a yet-unborn competitor may make in- 
roads into future markets, and it may 
reduce profit potentials for investment in 
industries (such as agriculture and min- 
ing) which must compete for their share 
of the consumer’s dollar, but in which no 
firm can expect to obtain any benefits 
through advertising. 


THE ECONOMIES OF SCALE 


Another argument frequently advanced 
in defense of advertising’s social benefi- 
cence is fundamentally an engineering 
proposition. It may be paraphrased as 
follows: Advertising enables businessmen 
to increase their volume. At high volume 
and turnover, costs per unit are lower, 
and production and distribution become 
more efficient. This heightened efficiency 
increases the national product and bene- 
fits consumers in the form of lower prices 
as well as businessmen in the form of 
higher profits. 

Like the prosperity argument, the effi- 
ciency argument is fraught with complex- 
ities and difficulties. As before, it must 
be assumed that the increased volume of 
advertisers does not reduce volume else- 
where; if it does, the process is self- 
defeating. In the short run, if firms are 





operating at less than capacity, increased 
volume can reduce costs by simply spread- 
ing overhead over a larger number of 
units. But in the long run this cannot be 
done, for overhead will be adjusted to the 
new output and will be minimized for 
small outputs as well as large ones. To 
use the technical language of the econ- 
omists again, it is necessary to avoid con- 
fusion between the law of diminishing 
returns and the law of returns to scale. 
Diminishing returns cannot justify an ex- 
pansion of output with concomitant ex- 
pansion of capacity; only increasing 
returns to scale can do so. In more 
pedestrian language, the point is whether 
large firms are necessarily more efficient 
than small firms when each is operating 
at its most efficient rate. 

This is a question that has intrigued 
economists for several generations and on 
which a considerable amount of theoreti- 
cal and empirical work has been done. 
Although the last word on the topic re- 
mains to be said, both theoretical con- 
siderations and empirical research indicate 
that increasing, constant, and diminishing 
returns to scale are all possible and prob- 
ably exist in the contemporary American 
economy. 

The implications of all this for the 
mass production-efficiency argument in 
favor of advertising are as follows: First 
of all, the argument justifies general ad- 
vertising in the short run only if all indus- 
tries possess excess capacity. It justifies, 
in the short run, specific advertising 
projects in those industries that have ex- 
cess capacity. In the long run, if adver- 
tising makes firms larger, this is a mixed 
blessing, for it probably makes some of 
them too large. An unfortunate aspect of 
this argument, from the standpoint of the 
advertising industry, is that the cigarette 
industry, one of the most conspicuous 
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users of advertising services, is almost cer- 
tainly characterized by constant or dimin- 
ishing returns to scale. So the efficiency 
argument cannot reasonably be used to 
justify cigarette advertising or advertising 
in general, but can only be used to justify 
advertising in certain industries which are 
most difficult to delineate. One should 
also mention that it does not justify ad- 
vertising in the long run in the same way 
that it justifies advertising in the short 
run. 


ADVERTISING AND COMMUNICATIONS 


Another line of reasoning commonly 
used as evidence that advertising benefits 
society is to point out that it supports 
television, radio, magazines, and news- 
papers (the fact that it supports billboards 
should be ignored for purposes of this 
argument). If there were no advertising, 
the argument runs, television and radio 
stations could not operate and magazines 
and newspapers would of necessity be- 
come so expensive that only a privileged 
few could afford them. To put it another 
way, it might be said that the advertising 
industry induces businessmen to subsidize 
the communications industry; in the ab- 
sence of advertising, business would have 
no incentive to engage in such subsidies, 
and the unsubsidized communications 
industry would suffer serious contraction 
as a result. 

This point of view involves a number 
of difficulties, particularly in a society in 
which the granting of subsidies is gener- 
ally frowned upon and there is a predis- 
position to assert that any firm or industry 
ought to stand on its own feet and meet 
the test of the market. Perhaps the most 
important of these are ethical and aes- 
thetic problems. If the power to tax is 
the power to destroy, the same is true of 
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subsidization, which of course is nothing 
but negative taxation. It is possible that 
advertising has transformed or will trans- 
form the means of communication from 
agencies of information to agencies of 
misinformation, or that it has lowered 
their quality by indiscriminately subsidiz- 
ing the good and the bad and permitting 
the bad to drive out the good. 

Let us assume that these problems can 
be overcome and that most people can 
be convinced that advertising has had and 
will have no deleterious effects upon the 
quality of the media of communication. 
Does it then follow that advertising bene- 
fits the society at large by shifting more 
resources into the provision of communi- 
cation services and lowering the costs of 
these services to their users? This ques- 
tion, like so many others discussed here, 
can be answered only with qualifications. 
Communication is not infinitely good, as 
we should rapidly discover if society de- 
voted all its resources to providing com- 
munication and none to providing other 
goods and services. What society needs 
is not more and more communication, 
with no qualifications, but the right bal- 
ance among its goods and services, of 
which communication is only one. 

Free enterprise capitalism presumes 
that this balance can be achieved through 
the interaction of prices in competitive 
markets. Those who justify advertising 
by the support it gives to our system of 
communications are, in effect, promising 
that advertising’s subsidy causes us to get 
more communication services than we 
would get from the free market in the 
absence of advertising. This is probably 
true but not necessarily desirable. If ad- 
vertising did not exist or were curtailed, 
we might indeed receive skimpy issues 
of Life magazine, be able to read the 
Sunday New York Times at a single sit- 





QUARTERLY REVIEW OF ECONOMICS AND BUSINESS 


ting, and have occasional periods of 
silence from our television sets. But the 
economy would be able to produce some- 
thing else, perhaps more vodka and hos- 
pital beds, with the resources no longer 
devoted to our media of communication. 
We might be less happy in a world lack- 
ing advertising, bulky issues of Life and 
the Times, and continually performing 
television sets, but with more vodka and 
hospital beds. This is at best a moot 
point, and there is no reason that sup- 
porters of capitalism and freedom of 
choice should believe so. 

The mass communications argument in 
favor of advertising suffers from yet an- 
other difficulty. It may be granted that 
the free market does not produce enough 
communications and that they ought to 
be expanded in the public interest, but 
there are several alternative ways of get- 
ting this expansion without advertising, 
such as government subsidies or tax con- 
cessions or private philanthropy. Our so- 
ciety has decided, for example, that the 
free market does not provide enough edu- 
cation, enough electricity for residents of 
the Tennessee Valley, enough income for 
men over 65 and women over 62, or 
enough hydrogen bombs; but it has been 
able to bypass the free market in provid- 
ing these services. If our society needs 
more newspapers, television programs, 
and magazines than individuals are will- 
ing to pay for directly, a case can be made 
for subsidies, but it does not necessarily 
follow that business should provide the 
subsidies or that they should channel their 
subsidies through advertising agencies, 
which appropriate a share of them as 
commissions. On the contrary, if such 
subsidies do indeed promote the general 
welfare, there is a strong prima-facie case 
for providing them from the public treas- 
ury so that wage earners, who reap their 








share of the benefits, may pay their fair 
share of the cost. The invocation of this 
argument is most dangerous if it is desired 
to avoid government regulation. 


SUMMARY: THE SOCIAL BENEFITS 
OF ADVERTISING 


It is doubtful that the arguments out- 
lined above will persuade anyone that 
advertising is or is not socially beneficial. 
That was not the purpose of this article. 
It is difficult to make a truly persuasive 
case in either direction because so many 
imponderables are involved: Does adver- 
tising influence the total volume of spend- 
ing or only its composition? Does our 
economy suffer more from too much or 
too little spending? Is excess capacity or a 
shortage of capacity the more serious 
short-run problem? Which industries will 
have increasing costs and which will have 
decreasing costs in the long run? Does 
advertising improve or degrade the qual- 
ity of newspapers and television pro- 
grams? Does our economy devote too 
many or too few resources to the media 
of communication? If communication 
needs subsidization, what is the most 
appropriate agency to do the subsidizing? 

Perhaps other persuaders, more skilled 
than the present author, can convince 
sophisticated audiences (and sophisticated 
economists) on these points. Even if they 
succeed temporarily, however, they may 
fail in the long run as the economic 
sophistication of the public rises, unless 
the conundrums posed here can be re- 
solved. To put it bluntly, these arguments 
simply do not hold water unless the audi- 
ence is prepared to accept a number of 
rather arbitrary value judgments, engi- 
neering hypotheses, and assumptions 
about the nature of the economy. They 
should be abandoned because they are 
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too cumbersome and too easy to counter 
by making contrary assumptions with an 
equal intuitive appeal. 

All of these arguments at the social 
level of generalization have another weak- 
ness in that they fail to justify advertising 
in many specific cases and leave trouble- 
some exceptions such as cigarette adver- 
tising or billboard advertising. In effect, 
these are arguments that advertising 
ought not to be abolished, but this is 
irrelevant, for not even the most extreme 
critics of advertising have advanced this 
as a serious proposal, nor are they likely 
to do so in the foreseeable future. It is 
reasonable to suppose, however, that seri- 
ous proposals to regulate advertising may 
arise in the near future, for example, that 
only limited amounts of advertising (per- 
haps expressed as a percentage of sales) 
should be allowable business expenses for 
tax purposes, that advertising should be 
restricted or prohibited in certain indus- 
tries or in certain forms, that television 
should be divorced from advertising and 
placed on a pay basis, or that advertising 
copy should be subject to regulation 
amounting to censorship to epsure its ac- 
curacy or good taste. The proposition 
that advertising should not be abolished 
because it is socially beneficial does not 
constitute a defense against these pro- 


posals. 


AN ALTERNATIVE THEORY 
OF ADVERTISING’S BENEFITS 


As was indicated earlier, old-fashioned 
economic theory furnishes a simple and 
persuasive case for advertising which can 
be advanced at a lower level of general- 
ization. It remains to sketch the broad 
outlines of the argument based on self- 
interest. 

The case against censorship, or regula- 
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tion of the content of advertising, should 
be a political rather than an economic 
one. A democratic political system is 
based upon the ability of the majority of 
people to make correct decisions in a 
majority of cases. The democratic remedy 
for corrupt aldermen is not merely laws 
against corruption but the ballot in the 
hands of an informed electorate. If sim- 
pleton consumers are being hoodwinked 
by crafty advertising agencies, the demo- 
cratic remedy is more education to make 
consumers less gullible and not the cen- 
sorship of advertising. Advertisers, of 
course, should be subject to the laws of 
fraud and libel, but there is no justifica- 
tion for drafting a special set of laws to 
apply only to them. In the long run, con- 
sumers, acting on the basis of their own 
self-interest, can be relied upon to make 
the correct decisions; if they cannot do 
so our political system is at an end, and 
there seems no good reason to permit the 
simpleton public to choose its own presi- 
dential electors. 

The case against arbitrary limitation of 
advertising should be an economic one. 
It is simply that business firms, following 
the profit motive, can be relied upon to 
allocate the correct proportion of their 
sales dollar to advertising, just as they 
can be counted on to establish the right 
retail prices for their products, make pur- 
chases from the right suppliers, spend the 
right amount for research, and expand 
facilities at the right rate. If self-interest 
does not lead the businessman to make 
the right choices about advertising, he 
will probably not make the right deci- 
sions about anything else, either. If this 
is so, free enterprise capitalism is at an 
end, and there is no reason that incom- 
petent businessmen should be permitted 
to choose their own prices or suppliers or 


to carry on their own research or invest- 
ment projects. 

Advertising, after all, is only a particu- 
lar form of selling expense and is in 
economic logic no different from such 
alternatives as distributing free samples, 
paying a premium for more and better 
salesmen, giving trading stamps, or in- 
stalling air conditioning in retail outlets. 
The economic case for limiting advertis- 
ing is indistinguishable from the case for 
limiting the air conditioning of stores; the 
latter raises the price of goods to con- 
sumers and shifts production into differ- 
ent sectors just as surely as the former. 

The advertising executive, then, should 
justify his profession in the same way that 
the butcher and the baker justify theirs: 
he satisfies his customers. Since no man 
can serve two masters, and since the ad- 
vertising executive must serve his custom- 
ers if he expects to remain an advertis- 
ing executive, it is unreasonable to subject 
him to a contradictory discipline. The 
businessman who employs the services of 
advertising agencies has decided that tele- 
vision and newspaper advertising is a 
more efficient way to stimulate sales of 
his products than door-to-door salesmen, 
telephone solicitors, or other alternatives; 
a third party has no more right to tell him 
otherwise than to recommend to a con- 
tractor that he substitute workmen with 
shovels for bulldozers. 

This is not to say that the simple argu- 
ments advanced here will irrevocably 
smash opposition to advertising or elim- 
inate all the imponderables from our 
judgments. The pursuit of self-interest 
coincides with the public good only when 
competitive conditions prevail, and there 
remain serious questions as to whether 
advertising in fact stimulates or stultifies 
competition and whether the type of com- 





petition that accompanies large-scale ad- 
vertising is as desirable as the type of 
competition, more strongly oriented about 
prices, that would be likely to dominate 
the economy in its absence. 

The argument here is not that the case 
based on self-interest must inevitably win 
the day, but only that it holds better 
prospects of victory for the forces of ad- 
vertising than the alternative approaches 
discussed earlier. In public debates as in 
wars, it is well to have powerful allies, 
and there is no need to enlist tenuous 
economic theories as allies when such re- 
liable concepts as democracy and capital- 
ism (or free enterprise, if that term is 
found more pleasing) can be utilized. 
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In short, then, no one should claim to 
serve the public welfare unless he is will- 
ing to submit himself to public regulation, 
for our government was constituted to 
promote the public welfare, and in the 
final analysis only the government, rep- 
resenting all people and all interest 
groups, has legitimate authority to say 
just what the general welfare is. Adver- 
tising men should derive their main 
comfort from the fact that self-seeking 
businessmen are willing to pay money for 
their services, just as Messrs. Galbraith 
and Packard must be comforted by the 
fact that self-seeking readers are willing 
to pay money for their books. 





Toward a United States of Western Europe 


Gerald Egerer 


It is tempting to see the development of 
regional economic cooperation as wholly 
the consequence of the failure of world 
cooperation. It will be recalled that the 
United Nations Conference on World 
Trade and Employment, which opened in 
London in 1946, ended in 1948 with the 
abortive Havana Charter, signed but never 
ratified by enough countries to bring it 
into operation. The projected Interna- 
tional Trade Organization (ITO), in 
particular, was killed at conception, a 
death for which the United States and 
Great Britain must accept much of the 
responsibility. The only tangible postwar 
achievement of a truly international — as 
distinct from regional — character was the 
creation of the General Agreement on 
Tariffs and Trade (GATT) in 1947, and 
even this was boycotted by most of the 
Soviet bloc with the beginning of the Cold 
War in the second half of that year. In- 
deed, the crack-up of the Grand Alliance 
resulted inter alia in the neglect of even 
the World Bank (IBRD) for the next 
seven years,’ while its sister institution, the 
International Monetary Fund (IMF), had 
not the resources to deal with the payments 
disequilibria which existed at that time. 
Yet in Europe, at least, the possibility of 
a local arrangement had been in the air 





* Although the Soviet Union participated in 
the constituent talks, she herself never ratified 
the final IBRD agreement. 


for several years. Whatever practical im- 
portance we attach to Churchill’s offer in 
1940 for an “indissoluble union” of France 
and Britain, his Zurich speech in 1946 in 
favor of the creation of a Council of 
Europe found many sympathetic ears on 
the Continent. Nor should it be forgotten 
that the plans for the economic union of 
Belgium, Luxembourg, and the Nether- 
lands (Benelux), although they did not 
take effect before 1948, were laid in Lon- 
don during the war by the respective 
governments-in-exile. Finally, General 
Marshall’s Harvard speech in June, 1947, 
offering American aid to all the countries 
of Europe (i.e., including the Soviet Union 
and Eastern Europe) emphasizes the fact 
that, even before the Cold War developed, 
the institutions for economic cooperation 
at the world level (at that time largely the 
World Bank) had no monopoly in dealing 
with such matters. It would, therefore, be 
more accurate to say that the failure of 
economic cooperation at a world level left 
the field clear for other arrangements to be 
made at a regional level. 

This was the context in which, in April, 
1948, the Organization for European Eco- 
nomic Cooperation (OEEC) was born, a 
group originally created to administer 
American aid provided under the Euro- 
pean Recovery Program (ERP or “Mar- 
shall Plan”). It was the first regional 
grouping other than (the much smaller 
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and much tighter) Benelux to be born 
into the postwar world.? Because of the 
breakdown of the wartime alliance, it was 
a grouping of countries of western and 
northern Europe only, a fragmentation 
which has since gone further. In spite of 
having as many as 16 — later 18 — mem- 
bers, everything in fact centered around 
the Big Four of Western Europe — 
France, Italy, Britain, and Western Ger- 
many. 

Of the three major aims of the ERP, 
two — reconstruction of the national econ- 
omies and the growth of external trade — 
were successfully achieved, while the third 
— monetary stability — was largely be- 
yond the powers of the OEEC. In any 
case, this last matter was more the respon- 
sibility of the IMF. However, there was 
one paradoxical result, from the point of 
view of the United States, of the operation 
of the OEEC: it discriminated in its trade 
and payments against third countries, and 
particularly against dollar countries such 
as America. No doubt partly as a result of 
this, trade within the group grew faster 
than trade with those outside the group.® 
The multilateralism which had eluded the 
United States negotiators at the world 
level in the immediate postwar years was 
again eluding them. Although they did 
not insist on convertibility as a condition 
of United States aid—their experience 
with the Anglo-American Loan of 1946, 
when their insistence upon British convert- 





* The United Nations Economic Commission 
for Europe (ECE) is certainly a regional organ- 
ization but, being advisory rather than execu- 
tive, it is different in kind from most of the 
other institutions referred to in this paper. Its 
operations, which began in 1947, were, how- 
ever, frustrated by the Cold War until about 
1953-54. 

* The correctness of this view depends partly 
upon the base year selected for the comparison. 
It is much more true for the period 1950-58 
than for the period 1953-58. 
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ibility ended in its suspension after barely 
three weeks operation, had warned them 
against this — they nonetheless firmly ex- 
pected that the group would tend to de- 
velop multilaterally rather than regionally. 
This did not happen. Since Britain 
naturally tended to set the European pace 
in the matter of multilateralism and con- 
vertibility, it was thought by many outside 
Britain that domestic politics (i.e., a Labor 
government) were the cause. Yet this was 
probably not so, or at least not to any 
important extent, for even when there was 
a change of government and the new gov- 
ernment affirmed at the Commonwealth 
Finance Ministers’ Conference in 1952 its 
adherence to the principles of converti- 
bility and multilateralism, it did little 
about it for six years, and then only in a 
cautious manner. 


In retrospect it can be seen that the 
belief in multilateralism was held, among 
the major Western powers, only by the 
United States and, to a lesser extent, by 
Britain. Even then, this belief was put 
forward only in attenuated form, since in 
the matter of free trade, its necessary con- 
comitant, both countries were with certain 
important exceptions highly protectionist.‘ 





*The weighted average ad valorem tariff 
for the United Kingdom in 1957 has been given 
as 12 percent by M. E. Kreinin (“The ‘Outer 
Seven’ and European Integration,” American 
Economic Review, Vol. 50, No. 3 [June, 1960], 
pp. 370-86), but this apparently low level 
embraces Commonwealth Preference. In re- 
spect to manufactured items not subject to 
preferential rates the tariff levels are much 
higher, for instance: machinery other than 
electric (BN84), mostly 15-17%%; electric 
machinery (BN85), 15-33%; transport equip- 
ment (BN86), mostly 30%; clothing (BN 39, 
42, 60, and 61), mostly 23-33%; and precision 
instruments (BN 90 and 91), 21-50%. See 
“Tariffs and Trade in Western Europe,” (Lon- 
don: Political and Economic Planning, 1959). 
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The now revived and thriving West Ger- 
many might also have shared the Anglo- 
American view had not Dr. Adenauer 
sacrificed the opinions of the German in- 
dustrialists to the principle of Franco- 
German rapprochement, the principle 
which was soon to become the cornerstone 
of the Common Market. France and Italy 
were both traditionally protectionist and 
France, in particular, trying on the one 
hand to respond to German overtures and 
on the other faced with great political 
instability at home exacerbated by a sec- 
ond colonial war, was in no position to 
expose herself further to international eco- 
nomic forces. 

The first move toward large-scale 
economic integration in Europe was oc- 
casioned not by a matter of principle but 
by the practical problem of what arrange- 
ments to make for the Saar, with its coal, 
and Lorraine, with its iron ore. The 
shuttling of these two territories between 
France and Germany as a consequence of 
the Franco-Prussian War and the first and 
second World Wars made a decision re- 
garding their eventual fate most desirable, 
and it was this which gave the “supra- 
nationalists” or “integrationists” in Europe 
a chance to put their ideas into practice. 
Significantly enough, by the time the 
British were beginning formally to talk 
about free(r) trade and multilateralism, 
the Monnet Plan for a regional and supra- 
national organization to deal with a limited 
range of products (coal, steel, and its 
products) had already been formalized in 
the European Coal and Steel Community 
(ECSC) Treaty, signed in April, 1951, 
with effect from July, 1952. This group- 
ing of the three major Continental powers 
of Western Europe (France, West Ger- 
many, and Italy) with three smaller coun- 
tries (Belgium, Luxembourg, and the 
Netherlands) was to blossom six years 


later into the much more ambitious Euro- 
pean Economic Community (EEC) or 
European Common Market. Thus the 
fact that Britain would not fully partici- 
pate in the ECSC but only “associate” 
herself with its work is a vital fact to re- 
member in understanding the subsequent 
rejection by the EEC of any form of 
“association” on the part of Britain and 
others with this second Community. Brit- 
ain, that is to say, missed the boat in 1951 
rather than in 1957, although few realized 
it at the time and some do not realize it 
even today. If the ECSC had been merely 
a preferential trading area in coal, steel, 
and its products, there would have been 
little to have held Britain back from full 
participation, even allowing for Common- 
wealth ties. In fact it was more, involving 
a supranational authority which could 
indirectly interfere with production, and 
directly with investment and pricing 
policy, and which specifically legislated 
for the freer movement of labor and 
capital. 

This crystallization over the years of two 
distinct views concerning international 
economic relations, which nevertheless 
were both formulated within a regional 
framework — what one may call the 
“free(r) traders” and the “integrationists” 
— foreshadowed the dissolution of the 
OEEC. Indeed, by about 1958, this or- 
ganization had achieved all it could rea- 
sonably have done, so that its liquidation 
was only to be expected.® It is possible to 





*The convention establishing the Organiza- 
tion for Economic Cooperation and Develop- 
ment, to succeed the OEEC, was signed in 
Paris in December, 1960, with effect from 
September, 1961. The emphasis of the new 
body which, with the full participation of the 
United States and Canada, is no longer ex- 
clusively European, is upon aid to under- 
developed countries and facilitating world trade. 
However, it does not appear as if the United 
States will support unequivocally the second 
objective. 
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regard its end as another nail in the coffin 
of multilateralism, for even the free traders 
led by Britain were essentially a regional 
grouping. Yet it did make one important 
and lasting contribution to multilateralism 
in that by the time of its virtual demise it 
had largely eliminated European quotas. 
There was, meanwhile, one development 
which continued to pump life into the 
idea of multilateralism, and this was the 
GATT. As a result of a series of confer- 
ences throughout the period we are con- 
cerned with, world tariffs had been 
steadily if undramatically reduced, and 
GATT membership considerably enlarged. 
It had certain weaknesses, notably Article 
24 which specifically permitted customs 
unions such as the Commonwealth Prefer- 
ential System and the ECSC and Article 
25 which in effect created second-class 
membership for a country such as Japan, 
but these had not been fatal. 


It would not be wrong to say that the 
ECSC was a trial run for an all-embracing 
economic integration. Yet this would be 
to misplace the emphasis a little for, re- 
markably enough, formal negotiations for 
a more comprehensive community began 
when the ECSC was only halfway 
through its transitional period, and the 
Rome Treaty was signed and put into 
effect on January 1, 1958, before the end 
of the period. Clearly, the will to inte- 
grate was powerfully present right from 
the beginning, reflecting in its essence the 
determination of Dr. Adenauer in Ger- 
many and, in France, not so much the will 
of the rapid succession of governments or 
of the vacillating industrialists® as the will 





*Every generalization is somewhat mislead- 
ing. The views thus quoted, which properly 
belong to the National Council of French Em- 
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of a small band of gifted civil servants, 
such as Monnet, Armand, and Marjolin. 
By contrast, the views of the free traders, 
led by Britain, seemed to lack a similar 
impetus. In spite of the report of an 
OEEC working party early in 1957 that a 
European free trade area was technically 
feasible and the resolution of the OEEC 
Council of Ministers toward the end of 
that year that it wished to see a free trade 
area embracing the projected EEC, the 
opponents of the idea, led by the French 
delegation, effectively torpedoed the plan 
within a year, that is, before the end of 
1958. Britain thereupon pursued her plan 
with such countries as would support her, 
and managed to get the European Free 
Trade Association (EFTA) Convention 
— devoted purely to freeing trade between 
members — signed before the end of 1959. 

The great weakness of the EFTA is 
that, paradoxically, its inspiration is in 
part negative—a desire to avoid, rather 
than to accept, certain commitments. 
While this is a reproach which can less 
easily be leveled at the original project, 
planned to embrace all OEEC members, 
the EFTA as at present constituted has a 
distinctly defensive flavor quite independ- 
ent of the actual articles of association. 
This emerges from a scrutiny of the mem- 
bership of the group, for what they have 
most in common is their nonmembership 
in the EEC, which itself is the consequence 
of widely disparate motives. Sweden’s and 
Switzerland’s membership in the “Seven” 
(EFTA) rather than in the “Six” (EEC) 
reflects largely the desire to maintain 
political neutrality, whereas that of Aus- 
tria reflects more a sense of international 
obligation.’ Each of these three countries 





ployers, ignore the welcome given to the EEC 
by the Association of Young Employers. 

"It is to be noted that Article 4 of the 1955 
State Peace Treaty merely prohibits political 
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trades more with the “Six” than with the 
“Seven.” And while the other three mem- 
bers of the group — Norway, Denmark, 
and Portugal—-do more trade with the 
“Seven” than with the “Six,” in each case 
their second most important customer after 
Britain is West Germany. 

The liberal nature of the EFTA is again 
in question when one remembers that the 
GATT, to which all the members of the 
EFTA belong, is trying to do—and is 
already doing — precisely what the EFTA 
is attempting, but on a much larger scale. 
Could it be then, that the “Seven” regard 
their association as an ingenious and effec- 
tive method of preserving tariffs vis-a-vis 
third countries (including the EEC) by 
claiming special treatment under Article 
24 of the GATT ?® Such a view is perhaps 
ungenerous, particularly in view of the 
liberal sentiments in Article 2 of the EFTA 
Convention, yet it cannot wholly be ex- 
cluded for this reason. 

Again, when one looks at present trade 
flows, the very logic of the EFTA opera- 
tion appears in doubt, and this without 
subscribing to the fallacy that what is must 





and economic union between Austria and Ger- 
many, i.¢e., a repetition of the 1938 Anschluss. 
The general principle of neutrality, however, is 
not contained in the Peace Treaty but in a 
constitutional law passed by Parliament in 1955 
— “The law relating to the Permanent Neutral- 
ity of Austria.” This, however, specifically 
refers to military alliances only, so that there 
does not appear to be any prima facie obstacle 
to Austria’s associating with the EEC or a 
similar body. 

* Paragraph 5 of Article 24 lays it down, with 
certain reservations, that “the provisions of this 
Agreement shall not prevent, as between the 
territories of the contracting parties, the forma- 
tion of a customs union or of a free trade 
area...” and defines a free trade area in 
paragraph 8 subparagraph (b) as “a group of 
two or more customs territories in which the 
duties and other restrictive regulations of com- 
merce . . . are eliminated on substantially all 
the trade between the constituent territories in 
products originating in such territories.” 


be, i.e. that trade patterns will continue 
unchanged. Nevertheless, it is a fact that 
the EFTA as a whole does more trade 
with the EEC than within its own bound- 
aries. The enthusiasm of the Scandi- 
navian members, in particular, must be 
further tempered by the knowledge that 
the EFTA has brought about the burial of 
the Nordic Customs Union project, a 
vastly different fate from the Benelux 
union, which continues to thrive within 
the EEC. 

Finally, the whole enterprise looks even 
odder when it is realized that Britain has 
approximately two-thirds of the total out- 
put and over half the total population of 
the group. In fact, it but confirms sus- 
picions voiced above that this is no more 
than a collection of outsiders, all of whom 
would find it possible to achieve a satis- 
factory modus vivendi with the EEC were 
Britain to join the latter. Nor are there 
any prospects of changing the balance of 
power between the two associations. While 
Ireland might be forced, for trade reasons, 
to join the EFTA rather than the EEC 
(an option not to the taste of the Irish 
National Farmers Union), and Finland 
might be able to associate only with the 
former for political reasons,’® Greece and 





*The same criticism cannot, however, be 
leveled at the EEC, as is shown by the follow- 
ing figures on the percentage distribution of 
exports in 1957: intra-EFTA, 26; EFTA to 
EEC, 30; intra-EEC, 35; EEC to EFTA, 34. 
These figures are taken from the national trade 
returns. 

The year 1957 was chosen in order to elimi- 
nate so far as possible the effects of any trade 
diversion/creation resulting from these trade 
blocs. 

* The Finno-Soviet Treaty of 1947 prevented 
Finland from joining the OEEC and the EEC; 
but during his visit to Finland in September, 
1960, Premier Khrushchev agreed to his neigh- 
bor’s becoming an associate member of the 
EFTA. It appears, though, that he expects 
Finland to grant imports originating in the 
Soviet Union most-favored-nation treatment — 
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Turkey are already committed in principle 
to the “Six” and it is expected that Spain 
will follow them. Iceland, the remaining 
member of the OEEC, is so small as not to 
be able to influence either group. (In any 
case although she trades more with the 
“Seven” than with the “Six,” her choice 
of either would be complicated by the fact 
that the Soviet Union is her principal 
trading partner.) Perhaps it was for these 
reasons that the United States government, 
in the spring of 1960, threw its weight 
behind the EEC when the latter proposed, 
in the person of its chairman, Professor 
Hallstein, to accelerate the treaty pro- 
visions relating to internal tariff reductions 
and the common customs tariff. The de- 
cision taken by Mr. Dillon may turn out 
in retrospect to have been the coup de 
grace to the EFTA.™ 


an action likely to be opposed vigorously by the 
other EFTA members and one in direct conflict 
with the GATT (of which the Soviet Union is, 
however, not a member). For a discussion of 
Finland’s position in this matter, see Richard 
Bailey’s “Finland Between the E.F.T.A. and 
the Eastern Bloc,” in the Westminster Bank 
Review, February, 1961. 

"Mr. Dillon, at the somewhat bizarre 13- 
nation conference which he called in Paris in 
January, 1960, was even then inclining more 
toward the EEC viewpoint — in particular, in 
his support of a Six-Seven contact committee 
rather than of a negotiating committee as the 
EFTA would have liked. An unpublished letter 
from Mr. Dillon to Dr. Luns, the Netherlands 
Foreign Minister and chairman of the Paris 
Conference, makes clear that the former’s back- 
ing of the EEC position was not fully under- 
stood by the British. This explains why, at the 
conclusion of their téte-a-téte, the Eisenhower- 
Adenauer joint communiqué referring to the 
EEC’s proposals to accelerate the Rome Treaty 
tariff provisions as “a major contribution to a 
general lowering of world trade barriers” caused 
such alarm and fury in EFTA circles. In fact, 
as the EFTA pointed out, the immediate effects 
involved significant increases in a number of 
West German and Dutch tariff rates and, what 
was particularly galling to the EFTA, the first 
step toward discrimination against nonmembers. 

That the United States decision to support 
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Even if the EFTA does not collapse 
from its own internal contradictions, it 
cannot be regarded as anything more than 
a transitional arrangement. Indeed, its 
creators have at no time made more 
ambitious claims for it. The question 
arises, Transitional to what? At the 
moment there is only one clear alternative 
—a policy of European economic integra- 
tion such as that being developed by the 
EEC. The reshuffle of the British Cabinet 
in July, 1960, suggests that the British 
government, prodded by a substantial body 
of influential opinion, is already gradually 
veering in this direction. For the EEC to 
take in Britain and most of the nations 
of Western Europe would be a major 
operation which might well lead to some 
modification of the present treaty rules, 
though not, presumably, of its principles. 

Meanwhile, the success of economic in- 
tegration, even on its present restricted 
scale, will depend upon the Community’s 
continuing to grow. So far as the changes 
in the conditions of production and dis- 
tribution, resulting from integration, make 
life more difficult for certain industries 
and firms, this will be politically acceptable 
only if the losers are able at least to con- 
tinue for some time at their existing level 
of activity. In other words, they must be 
in a position to produce and market the 
same quantities as before, even though 
they may be losing their share of the mar- 
ket. For this to happen, the total level of 





the EEC in this matter was not the result of 
German pressure is suggested by a New York 
Times dispatch of March 20, 1960, which noted 
that “the sentence [quoted above] was slipped 
into the communiqué at the last minute on the 
initiative of the United States.” As the chief 
negotiator in this field, and in the light of 
what is already known of his views, Mr. Dillon 
was clearly the power behind the throne in this 
decision. 
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activity must necessarily be expanding. 
If this condition is not fulfilled, there is a 
risk that the political pressures generated 
by those who are hurt will provoke uni- 
lateral denunciation of the treaty. The 
qualification “for some time” means more 
than just giving the sufferer the possibility 
of improving his business or perhaps even 
changing it altogether. The Community 
may have to force him to accept help, if 
the sort of situation which developed in 
the Belgian coal industry is not to be 
repeated all over Europe.** But it may 
mean that the Community’s emphasis 
upon growth will handicap it when deal- 
ing with inflationary pressures. 

To the insistence upon the need for 
growth must be added the qualification of 
the need for balanced growth. The Ger- 
man Zollverein, which developed between 
1834 and 1867, although far from work- 
ing perfectly, was nevertheless broadly 
successful. But the customs union which 
resulted from the unification of Italy under 
Garibaldi by 1860 led to an increasing 
economic disparity between the north and 
the south, a problem which the Cassa per 
il Mezzogiorno is still a long way from 
having solved.** The European Invest- 





* Although the Belgian coal-owners received 
$150 million in aid during the transitional 
period (1952-57) from levies upon the lower- 
cost producers, principally in West Germany, 
little was done to take the marginal mines out 
of production and improve the efficiency of 
those which remained. Only with the sharp 
fall in coal consumption during the 1959 re- 
cession did Belgium agree to close her marginal 
mines within a matter of months, and then 
merely as a quid pro quo for immediate aid 
from the ECSC. 

* Today the gap between the north and the 
south is in some cases larger, relatively speak- 
ing, than 100 years ago. For instance, the 
southern birth rate is now nearly twice that of 
the north whereas eighty years ago it was 
scarcely any greater. Again, fifty years ago the 
illiteracy rate in the south was twice as great 
as that of the north; now it is five times. Some 


ment Bank of the EEC has been created 
for just this purpose, but it remains to be 
seen how effective it will be. 


IV. 


On the assumption that the EEC, as 
presently constituted, is viable and further, 
that it expands to embrace most of the 
rest of Western Europe, it becomes perti- 
nent to ask what benefits this is likely to 
bring that would not have been achieved 
otherwise. 

Most writers on this subject have so far 
concentrated on the trade effects, on the 
basis of the Ricardian theory of compara- 
tive costs, interpreted in terms of Viner’s 
trade diversion/trade creation effect, and 
using the procedures set out by Makower 
and Morton.** The consensus of opinion” 





idea of the present gap between the two 
regions can also be gained by noting that 
incomes in the north are generally twice as 
great as those of the south. 

Dr. Balogh attaches particular importance to 
the danger of increasing present economic social 
discrepancies. “A devastating competitive blow 
to an important industry in any part of the 
E.E.C. or E.F.T.A. area, while more efficient 
competitors are expanding elsewhere, will not 
merely necessitate a once-for-all adjustment but 
might leave the weaker part of the area abso- 
lutely poorer without hope of recouping itself 
unless very strong measures are taken to boost 
investment. The uncertainty and risk caused 
by the existence of strong and powerful com- 
petitors within the combined area will reduce 


. investment and thus retard and impede the 


change in the productive structure which is 
needed if the weaker area is to recover from, 
and offset the consequences of the blow re- 
ceived.” “Unequal Partners” in G. D. N. 
Worswick, ed., The Free Trade Proposals 
(Oxford: Oxford University Press, 1960). The 
southern United States is perhaps a good ex- 
ample of such a process. 

* 1H. Makower and G. Morton, “A Contri- 
bution Towards a Theory of Customs Unions,” 
Economic Journal, Vol. 63, No. 249 (March, 
1953). 

*E.g. M. E. Kreinin, “The ‘Outer Seven’ 
and European Integration,” loc. cit. 
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is that the EEC is likely on balance to be 
beneficial for many reasons, such as that 
inter-country cost differences (i.e. differ- 
ences within the union) tend to be large 
and that the eventual common customs 
tariff will not be particularly high. The 
history of Benelux suggests that the faster- 
than-average growth of intra Benelux 
trade vis-a-vis extra Benelux trade has 
been largely the consequence of the Union 
but, of course, the growth in the volume 
of trade does not say anything a priori 
about the gains or losses which may have 
resulted from switches between suppliers 
within and without the Union. What one 
can say, however, is that the larger the 
union the greater the chance of there 
being a net gain or, more probably in the 
case of the EEC, the greater the likely net 
gain — the limiting case being, of course, 
world free trade. 

It is, however, unrealistic to assess the 
possible advantages of the EEC on the 
basis of trade only, particularly as the aims 
of the Community, as set out in Article 2 
of the treaty, do not even mention the 
subject! It may be, as some economists 
have already pointed out, that the most 
important repercussions of an econom- 
ically integrated group like the EEC will 
not be so much in the field of trade as in 
the fields of investment and employment. 
Although history does not provide much 
guidance on this point, there is perhaps 
something to be learned from the experi- 
ences over the last hundred years of south- 
ern Italy and of the southern United 
States, namely, that political and economic 
union of regions between which there is 
already great socio-economic disparity may 
not prevent the relative disparity from 
growing even further. Meanwhile, al- 


though it is too soon to say whether or 
not the EEC is achieving “an accelerated 
raising of the standard of living” (Article 
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2 of the Rome Treaty), it is growing very 
much faster than the EFTA or any indi- 
vidual European country outside the Com- 
munity, Austria excepted. And finally, in 
spite of all that has been said about the 
economic aspects of this venture, it has to 
be recognized that the tremendous dyna- 
mism behind it all is basically political. 
The peoples of Europe have been seized 
with the idea of a “united Europe,” per- 
haps vague in outline and complicated 
in detail, yet real in the way that only an 
idea is able to be. The traditional British 
policy of holding a balance of power in 
Continental Europe has become unawares 
a policy of non-involvement based on the 
fallacy that these countries would not, 
economically and politically speaking, “go 
it alone.” 

It was only last year that Britain awoke 
to the fact that it is herself who, to all 
intents and purposes, is “going it alone” — 


and this in the worst possible way, through . 


an attachment to the status quo. Such an 
attitude is all the more curious in view of 
the farsighted way in which she has pre- 
sided over the liquidation of her empire, 
in marked contrast to the three colonial 
members of the EEC — France, Belgium, 
and the Netherlands. 

If, as seems probable, Britain decides to 
join the EEC, most of the other members 
of the EFTA are likely to follow. The 
persistence of differences of opinion will 
not of itself make it impossible for mem- 
bers to live together. The relationship re- 
quires, as Chamfort noted in another 
connection, simply “le contact de deux 
epidermes et l’exchange de deux fan- 
taisies.” ‘The world will then be faced 
with the most powerful economically in- 
tegrated group outside the traditional 
framework of the nation-state proper — 
and even here there are at present only 
two such nations of comparable stature, 
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the United States and the Soviet Union. 
This provokes the reflection that, just as 
it seems improbable that there could long 
exist two politico-economic blocs in West- 
ern Europe, so it seems improbable that 
Europe itself can remain indefinitely 
divided between East and West. The 
coming together would not be easy, for 
the Soviet Union’s own reply to the Mar- 
shall Plan, the Council for Mutual Assist- 
ance, whether we consider it to be no 
more than a disguised form of colonialism 
or a genuine attempt at cooperation, has 
certainly resulted in a common form of 
economic organization for Eastern Europe 
and — perhaps in the long run more im- 
portant — like the West, a common way 
of thinking. Yet it should always be re- 
membered that a dialogue of experts has 
continuously taken place between Eastern 
and Western Europe under the auspices of 
the Economic Commission for Europe 
(ECE). 

Meanwhile, whatever the eventual re- 
lations between Eastern and Western 
Europe may be, it seems unlikely that the 
dynamism which has created the EEC 


will not erode further the fact and, per- 
haps more important, the fiction, of na- 
tional sovereignty’® to a point where a 
truly supranational system of government, 
embracing all western and _ northern 
Europe and including Britain, will come 
into being —a United States of Western 
Europe. If history is any guide to such 
matters, one would expect the emerging 
political structure to be more like that of 
Switzerland than like that of either the 
United States or the Soviet Union. 





* This view would need to be qualified to 
the extent to which President de Gaulle’s con- 
ception of France’s international role leads 
to a weakening of the European economic and 
military institutions. While he has already 
forced Parliament to accede to his demand for 
a national nuclear striking force, has withdrawn 
the French Mediterranean Fleet from NATO 
command and refused permission for NATO to 
stockpile atomic weapons on French soil, it 
remains to be seen how seriously his proposed 
six-nation political confederation is taken by 
the other EEC partners. Although the press 
reports some support from West Germany and 
Belgium, it does appear that France has been 
obliged to drop her plan for transferring some 
of the powers of the EEC commission and the 
ECSC High Authority to ministerial committees 
and also to drop her plans for a six-nation 
referendum on European cooperation. 








Notes and Communications 


Asset Size and Yields on Invested Assets for U.S. 
Life Insurance Companies, 1930-59 


In the process of fulfilling their basic in- 
surance function, United States life in- 
surance companies have accumulated well 
over $100 billion in assets. This asset ac- 
cumulation is necessary in the writing of 
level-premium life insurance, for the com- 
panies accumulate funds to help pay 
claims when premiums are not large 
enough to take care of the higher death 
rates that occur as the policyholders age. 
These funds are invested, and the return 
obtained is a significant factor in the de- 
termination of the costs of life insurance 
to the policyholders. Specifically, the 
higher the rate of return on the invest- 
ments of life companies, the lower the 
cost of life insurance to the policyholders.’ 


Such an approach focuses attention 


upon the rate of return on life insurance 
investments as a basic force influencing 
the cost of life insurance to the public. It 
has been pointed out that the calculations 
of the premiums for a life insurance pol- 
icy include three principal factors: ex- 
pected mortality, costs of operation, and 
return from investment. It has further 
been suggested that the importance of 
investment return in such calculations 





*This statement is based on the fact that 
most life insurance is written by mutual com- 
panies which pass increased investment income 
on to their policyholders through dividends. 
This has the net effect of reducing life insur- 
ance costs. It is also possible to argue that 
competition among companies would produce 
the same result. 


could be illustrated by the fact that an 
increase of only one-half of 1 percent in 
the interest rate earned by the life com- 
panies would offset completely all of the 
expected mortality at each of the ages 
20 through 40 years.? Present policies are 
written on the basis of expected minimum 
rates of interest on life insurance invest- 
ments over the next generation. 

Throughout the period under review, 
1930-59, there were wide fluctuations in 
interest rates. For example, the basic 
yield on Standard and Poor’s high-grade 
corporate bond index varied during this 
period from a high of 5.28 percent in 
1932 to a low of 2.51 percent in 1946. 
During this same period the net rate of 
interest earned on invested funds of all 
American life insurance companies com- 
bined varied from a high of 5.05 percent 
in 1930 to a low of 2.88 percent in 1947.° 
In the last year of the period, 1959, the 
rate of interest earned on life insurance 
funds was 3.96 percent and the yield on 
the bond index was 4.38 percent. 

To what degree do such yield variations 
affect individual companies? It would be 
necessary to study the asset structures and 





*G. K. Cavenaugh, “The Effect of Interest 
Rate Changes on Investment Policy of Life 
Insurance Companies,” talk before the General 
Seminar of the School of Business Administra- 
tion of the University of North Carolina, May 
7, 1957. (Mimeographed. ) 

* 1960 Life Insurance Fact Book (New York: 
Institute of Life Insurance). 
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the earnings figures for each of the more 
than 1,400 life insurance companies in the 
United States to determine to what degree 
yield variations affect individual com- 
panies. Such a task would be long and 
tedious. However, it is possible to study 
the rates of return and investment pat- 
terns of selected groups of companies. 

The analysis of this paper is based on 
an empirical sample of life insurance com- 
pany data. The general conclusions which 
may be drawn from the analysis may be 
summarized as follows: 


(1) There is no important variation 
among the yield ratios computed for 
groups of large, medium-sized, and small 
life companies. 

(2) The lack of an important difference 
among the computed ratios does not mean 
that there are no appreciable advantages 
of large size for life companies. It would 
be possible to develop other sample group- 
ings of companies based on other size 
classifications and such samples might re- 
veal significant differences in yields on 
investments. Since the sample of small 
companies used in this study included all 
companies with less than $500 million of 
assets, it is possible that additional samples 
drawn of companies within this general 
classification might yield significant varia- 
tions. Certainly there must be some min- 
imum asset size for efficient operation of 
the investment function for life companies, 
but this study does not reveal this mini- 
mum figure. 

(3) When yields on investment are 
compared for given years, it is apparent 
that the largest total variation among 
yields computed for different companies 





*The number of companies cited here is from 
the 1960 Life Insurance Fact Book. The sample 
of companies used in this paper was drawn 
from a list of 800 odd firms obtained from the 
1956 Spectator Yearbook. 
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occurs within the group of small com- 
panies. There is some evidence that this 
variation has declined within the past 
eight years. 

(4) Toward the end of the 30-year 
period under review, there was a definite 
tendency for all intercompany variations 
in yields to decline in magnitude. Several 
possible explanations might be offered for 
this development. There is some evidence 
that geographic variations in interest rates, 
which would be reflected in the invest- 
ment yields of life companies operating in 
different parts of the country, have been 
narrowing. In addition, free flow of in- 
vestment information among companies 
and a general tendency for all companies 
to emulate the investment policies of the 
industry leaders have the net effect of 
reducing inequality in yields. 

To evaluate the significance of these 
conclusions, it is necessary to review the 
data and the method of analysis from 
which the conclusions are drawn. The 
sample consists of 32 companies which are 
subdivided into three groups according to 
the size of their assets in the year 1955. 
The first group is composed of firms with 
assets of $1 billion or more.5 The second 
group consists of companies whose assets 
ranged from $500 million to $1 billion in 
1955.6 The final group includes firms 
whose assets were less than $500 million.’ 
In the selection of the sample, no attempt 





* These companies are Connecticut General, 
Equitable Life Assurance Society, John Han- 
cock, Lincoln National, Metropolitan, New 
England Mutual, New York Life, Penn Mutual, 
Prudential, and Travelers. 

*The companies include American Na- 
tional, Bankers’ Life (Des Moines), Equitable 
Life of Iowa, National Life and Accident, 
National Life (Vermont), Occidental Life In- 
surance Company of California, Phoenix 
Mutual, Provident Mutual, State Mutual Life 
Assurance, Union Central, and Western and 
Southern. 





was made to differentiate between stock 
and mutual companies. 

Geographically, the 32 companies are 
domiciled in 20 states and the District of 
Columbia. New England, Mid-Atlantic, 
Midwestern, Southern, and Far Western 
states are represented in the sample. 

Although the sample selected is not 
random in the statistical sense, it is be- 
lieved to be representative. The total 
assets of all the companies in the sample 
were approximately $75 billion in 1959 as 
compared with reported assets of over 
$113 billion for the entire industry in that 
year. 

Using Best’s Life Insurance Reports as 
a basic source, the median yield on in- 
vested funds* for each of the three groups 
of companies was calculated for each of 
the years between 1930 and 1959.° These 


"These companies are Acacia Mutual, Ameri- 
can Life and Accident (Kentucky), Cherokee 
Life (prior to October 1, 1959, Cosmopolitan 
Life), Franklin Life, Guardian Life, Liberty 
Life (South Carolina), Midwest Life (Ne- 
braska), Northwestern Life (Seattle), Pilot 
Life, Standard Life Insurance Company of the 
South, and Wisconsin National. 

*The precise figure which is reported by 
Best’s is called “yield on net invested assets.” 
There are some few assets of the companies 
which are deducted from the total asset figure 
in the computation of this figure. Correspond- 
ence with the Institute of Life Insurance re- 
veals that this figure is comparable with the 
ratio they report as “net rate of interest earned 
on invested funds.” Because this term is more 
understandable, it is used throughout this 
paper. 

*It is possible to raise questions concerning 
the validity of the individual company figures 
used in this study. These figures were taken 
from Best’s rather than from the individual 
company reports filed with the insurance com- 
missioners. The official reports for any con- 
siderable number of years are not available to 
researchers from outside the industry. The 
figures from Best’s do not always agree with the 
official reports. Also yield figures are influenced 
by management decisions in determining “in- 
vestment expense.” These data do not reflect 
capital gains and losses. 
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Table 1 
MEDIAN YIELDS FOR GROUPS OF SMALL, MEDIUM, 
AND LARGE LIFE COMPANIES, 1930-59 








( Percentages ) 
Year Small Medium Large po y 
1999 4¢9 S060 5.35 SO 
1931 47 48 49 4.93 
1932 43 43 465 4.65 
1933 4.15 4.2 4.15 4.25 
1934 3.8 3.9 3.85 3.92 
1935 3.8 3.6 3.7 3.70 
1936 38 3.8 3.7 3.71 
an on? oe 
1938 = «3.553.703.5559 
1999 3.45 3.6 3.6 3.54 
1940 3.5 3.4 3.4 3.45 
1941 3.6 3.5 3.35 3.428 
142 36 3.5 3.35 3.44 
19443 33.500 3.33.25 3.33 
1944 3.30 3.2 3.23.23 
ms 6C~<C<C*C KC ( ti kl 
1946 3.1 3.0 3.0 2.93 
19447 3.0 2.92.98 
1948 2.9 «3.0 3.02.96 
199 3.2 32 3. 3.06 
mm AS. S8ucteooee 
1951 3.43" 3.228 3.158 3.18 
1952 3.36 3.34 3.26 = 3.28 
1953 3.44 3.45 3.34 3.36 
1954 3.45 3.48 3.43 3.46 
1955 3.47 3.51 3.48 3.51 
1956 3.59 3.63 3.58 3.63 
1957 3.74 «3.75 3.66 3.75 
1958 =«- 3.88 «= 3.91 3.78 3.85 
1959 3.97 4.00 3.90 3.96 





* Industry ratios are before federal tax after 1941; 
company ratios are before federal income tax after 1950. 

Sources: Group ratios, Best’s Life Insurance Reports; 
industry average, Life Insurance Fact Book. 


median ratios are presented in Table 1 
along with the net rate of interest earned 
for the life insurance industry for each of 
these years. An examination of these fig- 
ures fails to reveal an appreciable differ- 
ence in the median ratios of the various 
size groups. These figures tend to show 
that the small and medium-sized com- 
panies have a more favorable rate of re- 
turn experience than the large companies. 








90 





In 12 of the 30 years under review the 
median yield for the group of small com- 
panies was higher than the median rates 
of return for either of the other two 
groups. In three other years, the median 
yield for the group of small firms was 
equal to the higher of the other two 
median rates. In only three of the years 
(1930-32) was the median yield com- 
puted for the group of large companies 
higher than the median yield for the other 
two groups. 

In the years following 1952, the median 
yield calculated for the group of medium- 
sized companies was the highest median 
yield recorded for any group. In three 
other years of the period, the median yield 
for this group of medium-sized companies 
was the highest computed. 

Before any hasty conclusions are drawn 
with respect to the superior earning power 
of small and medium-sized companies as 
contrasted to that of large companies, it 
is well to note that the greatest variation 
between the median yields computed for 
the three groups of companies was only 
.35 percentage point. This variation was 
as low as .04 percentage point in 1955. 
The specific means by which the various 
groups of companies were able to achieve 
such similarity in their yields on invested 
funds deserves study. Even though such 
small variations in yields on total invest- 
ment could result in a significant amount 
of dollar investment income whenever the 
investment of millions of dollars is in- 
volved, the variation indicated in the 
ratios presented here is very small. 

Other characteristics of the yields on 
investments for different companies in 
the sample are presented in Table 2. In 
this table both the highest and lowest 
positive yields recorded for each group 
of companies are shown for the 30-year 
period. For seven years of the period 
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(1930-36), one or more companies in the 
group of small firms did not have a posi- 
tive yield.*° The erratic behavior of the 
yields on investments for companies in the 
group of small firms is evidenced by the 
fact that the total variation in yields com- 
puted for all companies in all three groups 
which is shown in Table 2 is attributable 
to the yields for the companies in the 
group of small firms.** This results be- 
cause in every year of the period the low- 
est yield for any company was registered 
by one of the companies from the group 
of small firms. This group also included 
the firm that had the highest yield or it 
included a firm which had a yield equal 
to the highest recorded in either of the 
other groups. The highest small company 
yield was clearly the highest for all com- 
panies in all but three years (1933-35) of 
the period. 

How can this high degree of variability 
among the yields on investments of firms 
in the sample of small companies be ex- 
plained? It is apparent that the total 
number of small firms is large. The num- 
ber of firms in the group with assets of 
less than $500 million is very much larger 
than the number of firms in either of the 





* The absence of a positive yield figure can 
be explained only by the fact that there was 
an excess of investment expense over investment 
income. It is possible that some companies were 
allowing capital losses to influence the yield 
figure, although this is not the way that the 
figure is supposed to be computed. 

"There are data problems associated with 
the adjustment of yields for the federal income 
tax. For individual companies, the ratios used 
were computed after deduction of income taxes 
except for a very few isolated cases up through 
1950. After 1950, pre-tax ratios were used 
when possible but for a few companies pre-tax 
data were unavailable. This same problem has 
confronted the Institute of Life Insurance in 
the computation of their industry ratios. It 
does not appear that these inconsistencies are 
of sufficient magnitude to jeopardize the con- 
clusions reached. 


Ss 
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Table 2 
YIELDS ON INVESTED ASSETS FOR LARGE, MEDIUM, AND SMALL LIFE COMPANIES, 1930-59 
(Percentages) 
. Total 
ine Small Medium Large vartetion? 
High Low High Low High Low (Percentage 
points) 
1930 5.8 2.8» 5.6 4.8 5.2 4.8 3.0 
1931 5.6 1.5® 5.3 4.5 5.1 4.6 4.1 
1932 5.4 2.1° 4.9 3.8 5.1 4.0 3.3 
1933 4.8 .9> 4.7 3.8 4.8 3.7 3.9 
1934 4.5 1.4> 4.1 3.3 4.5 3.6 3.1 
1935 4.3 7 4.3 3.3 4.1 3.0 3.6 
1936 5.4 1.5% 4.1 3.1 4.0 3.4 3.9 
1937 4.7 3.3 4.2 3.4 3.8 3.5 1.4 
1938 4.8 2.1 4.1 3.5 3.7 9.9 2.7 
1939 4.9 2.9 3.9 3.3 3.7 3.3 2.0 
1940 4.6 a3 3.9 3.0 3.6 3.2 2.3 
1941 4.8 2.3 mon 3.0 3.9 3.1 2.5 
1942 4.5 ex? 3.9 3.0 3.6 3.2 2.8 
1943 4.5 1.5 3.6 2.8 3.6 3.1 3.0 
1944 >» 1.6 3.6 2.6 3.5 3.0 2.3 
1945 4.5 1.4 3.4 2.4 3.4 2.8 3.1 
1946 3.8 1.8 3.3 2.5 3.2 2.6 2.0 
1947 3.6 1.8 3.9 2.7 3.1 2.7 1.8 
1948 3.8 2.0 3.6 2.8 3.2 2.8 1.8 
1949 4.0 2.1 3.8 3.0 $.3 3.0 1.9 
1950 4.0 2.1 39 2.9 3.3 3.0 1.9 
1951 4.01 2.04 3.80 3.02 3.44 3.00 1.97 
1952 4.03 2.61 3.76 3.10 3.53 3.13 1.42 
1953 4.13 2.68 3.85 3.10 3.56 3.24 1.45 
1954 4.03 2.77 3.89 3.11 3.67 3.34 1.26 
1955 4.02 2.84 3.76 3.14 3.66 3.37 1.18 
1956 4.20 2.80 3.94 3.27 3.75 3.48 1.40 
1957 4.35 2.82 4.09 3.32 3.88 3.59 1.53 
1958 4.48 3.02 4.17 3.39 3.99 3.71 1.46 
1959 4.60 3.17 4.27 3.52 4.19 3.81 1.43 





* Difference between highest and lowest rate of all companies. 


> In these years 
Source: Best’s Life Insurance Reports. 


other two groups. With the large number 
of firms in the total population of small 
firms, it is not surprising that the yields in 
the sample of firms under consideration 
vary widely. Further, because of the very 
nature of the small life insurance firms, it 
is reasonable to expect greater variation 
in their yields on investment. The small 
asset base gives less opportunity for di- 
versification, and this in turn leads to in- 


a negative rate of return was recorded for one or more companies in the group. 


stability in the yield. Evidence of this 
fact is found in examination of the varia- 
tions in the yields for medium-sized and 
large companies. Consistently, the varia- 
tions among the yields of the largest com- 
panies were less than the variations among 
those of the medium-sized firms. Not only 
were the lowest yields reported for the 
larger firms above the lowest reported for 
the medium-sized firms, but also the high- 
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est yields reported for the largest firms 
were generally below the highest yields for 
the medium-sized firms. 

It is perhaps of significance to note 
that the total variations between the high- 
est and lowest rates of return for all 32 
firms have had a tendency to narrow over 
the 30-year period. In the first seven 
years of the period, the total variation was 
a minimum of 3 percentage points and a 
maximum of 4.1 percentage points. Since 
1952 the largest variation has been only 
1.53 percentage points and in one year 
the total variation was only 1.18 percent- 
age points. Since 1951 no firm in the 
sample has reported a return of less than 
2.5 percent and no medium-sized or large 
firm has reported a return of less than 3 
percent. It would appear that there has 
been a strong tendency in recent years for 
the gap between the yields on investments 
reported for the firms in the sample to 
narrow materially. 

The very low yields reported by some 
of the concerns during the period raise 
real questions. As has been noted, one or 
more of the small firms did not have a 
positive yield during the years 1930-36. 
In 13 of the 18 years between 1930 and 
1947, one or more of the small concerns 
reported a yield of less than 2 percent. 
Since almost certainly these firms were all 
writing policies based on an interest rate 
assumption of at least 2 percent during 
that period, the question of the long-run 
ability of the firms to meet their commit- 
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ments arises. The assumption that some 
of the firms with very low yields had 
financial difficulties is not borne out by 
experience, since all of them survived. It 
is possible that these firms with very low 
yields either had _better-than-average 
mortality experience or lower-than- 
average operating costs during the period. 
Also the rising interest rate trend which 
developed in the 1950’s after a long 
period of very low yields probably had the 
effect of “bailing out” many of the com- 
panies which had experienced low earn- 
ings rates in the early part of the period. 

In a broader social sense, there is one 
conclusion which may be drawn from the 
absence of evidence that the large com- 
panies have some inherent ability to earn 
larger yields than small and medium- 
sized companies. At a time when the evil 
of bigness and monopoly has been much 
impressed upon the public by antitrust 
violations in other fields of business, it is 
somewhat heartening to find that over 
this period the large companies were un- 


able to demonstrate any higher rates of. 


return on their portfolio investments than 
companies of smaller size. Of course, the 
large companies may have certain in- 
herent advantages in other areas of their 
activities because of their sales and opera- 
tional efficiencies. 


Jor S. Fioyp, Jr.* 





* Mr. Floyd is associate professor of finance 
at the University of North Carolina. 





Book Reviews 


The Measure of Management: Designing 
Organizations for Human Effectiveness. By 
Eliot D. Chapple and Leonard R. Sayles 
(New York: Macmillan, 1961. Pp. v, 218. 
$6.50) 

The Measure of Management presents 
a series of essays directed to business prac- 
titioners. The authors have a message 
which is stated and restated in chapters 
that consider management issues such as 
formal organization design, technology, 
individual adjustment, morale, and union- 
management relations. The message, sim- 
ply put, is that human behavior in 
organizations can be predicted so that 
managers can act in anticipation of prob- 
lems. Prediction is to be achieved through 
the application of “interaction” analysis, 
a method of measuring behavior apart 
from the motives and feelings of the actor. 
The authors visualize the presence in 
organizations of experts who will conduct 
interaction studies that will lead to more 
effective design of work flows, better job 
placement, and as a consequence, im- 
proved morale. 

To sharpen their position, the authors, 
in a chapter titled “Alternative Ap- 
proaches to Organizational Change,” con- 
trast their views with what they dub the 
“conversion” approach. The conversion 
approach, according to the authors, is the 
traditional human relations idea of chang- 
ing attitudes as a prerequisite for be- 
havioral and organizational change. In 
contrasting the so-called conversionist ap- 


proach of “working on personalities” with 
their approach of changing organizational 
behavior through working on “the tech- 
nology, systems, and procedures, layout, 
controls, and the positioning of individual 
personalities within the organizational 
structure” (p. 191), Chapple and Sayles 
highlight an issue that has been of long- 
standing concern to social scientists but 
that has not evoked much interest on the 
part of practitioners. In this sense, the 
authors have contributed material that 
may help bridge the gap between the pro- 
fessional social scientist and the manager. 

In the mind of this reviewer, however, 
the argument put forth by Chapple and 
Sayles is weak and in many places over- 
stated. Notwithstanding the authors’ re- 
peated contentions that behavior in 
organizations can be predicted, there is no 
evidence in this book or elsewhere that 
relevant predictions based on social science 
methods can now be made and used as a 
basis for administrative action. Practicing 
managers do, in fact, make predictions all 
the time as an implied part of the decision 
process. But they are not based on scien- 
tific approaches and we had best not fool 
ourselves about the extent of our accom- 
plishments at this time. It is to be hoped 
that the future will see an increasing de- 
velopment in the application of scientific 
methods to the prediction and control of 
organizational behavior. 

The argument in this book is also naive 
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in its singular stress on external change 
and overt behavior without regard for in- 
ternal phenomena such as the attitudes, 
ideals, and feelings characteristic of the 
person in his life setting. It is as if the 
authors had never heard of resistance to 
change, a phenomenon familiar to those 
who seek to implement change. Resistance 
to change starts with anxiety, anger, and 
other sentiments that in due course work 
their way into overt behavior. 

Without a firm understanding of the 
place of sentiment in human behavior, we 
should be at a loss to explain some of the 
basic human problems of our time. The 
quest today, for example, of deprived na- 
tions, groups, and individuals for social 
change has been sparked by sentiment 
and will, in turn, bring about changes in 
technology and social organization and not 
the other way around as the authors con- 
tend. 

Despite its shortcomings, there is much 
material in this book of interest to students 
and practitioners alike. The book will 
help sharpen the controversy over under- 
lying theories and methods of organiza- 
tional analysis. It will also provide some 
practical guides for action in its discussion 
of the work flow unit as a basis for organi- 
zation planning and in its analysis of per- 
sonnel selection. At a minimum, we can 
anticipate as an outcome of this book a 
renewal of vigorous discussion of theories 
of organization. 

A. ZALEZNIK 


Harvard University 


Trade with Communist Countries. By Alec 
Nove and Desmond Donnelly (New York: 
Macmillan, 1961. Pp. 183. $6.00) 


This volume was produced by a rather 
unusual partnership of authors, a univer- 
sity professor and a politician. In this 
research study, prepared in Britain, the 
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publishers have merged successfully the 
talent of the industrious and meticulous 
student of the Soviet economy, Alec Nove, 
with the skill of the articulate member of 
Parliament for Pembrokeshire and world 
traveler, Desmond Donnelly. The result 
of this coauthorship is a readable, well- 
blended compendium of solid information 
and intelligent current opinion on the 
hazards and opportunities confronting the 
Western manufacturer interested in 
the markets of the Communist countries. 

In light of the fact that this study was 
prepared on the invitation of the Insti- 
tute of Economic Affairs of London, the 
subject matter is treated by the authors 
from a practical rather than from an aca- 
demic point of view. They address them- 
selves to an audience of businessmen and 
interested members of the general public. 
Most of the text is devoted to problems 
of a technical commercial character and, 
to no less an extent, to the public issues 
involved in the whole broad sphere of 
trade between the private business firm 
in the Western nations and the state trad- 
ing corporation of the countries of the 
Communist bloc. 

From the reader’s point of view, the 
division of labor is eminently satisfactory. 
Mr. Nove has contributed six lucid chap- 
ters describing the basic framework of 
central planning within which economic 
decision-making takes place in _ the 
U.S.S.R. In these chapters, pride of place 
is given to the theory and practice of 
price-setting in internal trade. The read- 
er’s attention is directed especially to the 
arbitrary distinction in the approach on 
the part of Soviet bloc planners to the 
pricing of goods intended for investment 
by the state as compared with goods pro- 
duced for consumption by the population. 
Soviet practice in arbitrary price-setting, 
being accepted doctrine, is also followed 








generally throughout Eastern Europe. The 
state of confusion in price-setting, within 
the bloc, Nove points out, is “strikingly 
illustrated by the use of world (capitalist) 
prices in trade within the Soviet world.” 

In dealing with the capitalist market, 
as Mr. Nove makes quite clear, the prices 
of goods entering the external trade of the 
U.S.S.R., either as exports or imports, are 
not permitted by Soviet authorities to in- 
fluence the domestic price levels. Goods 
are bought and sold for reasons other than 
the existing price differentials in the ex- 
ternal markets. Trade is motivated largely 
by a search abroad for the kinds of goods 
that will help to carry out certain broad 
economic programs. To pay for these 
goods, the state trading organizations are 
authorized to raise the needed quantities 
of goods suitable for export. 

For his part, Mr. Donnelly has con- 
tributed a wide variety of information of a 
practical commercial nature. For the 
benefit of the potential trader, he has 
recorded in this volume the results of his 
own commercial observations made in the 
course of his extended travels through the 
Communist countries in Europe as well as 
in Asia. These observations have per- 
suaded him that there are considerable 
opportunities for Western, especially Brit- 
ish, manufacturers to sell their products 
in the Communist third of the world. He 
nevertheless writes without illusion, out- 
lining for the interested trader the peculiar 
problems to be encountered in dealing 
with the bureaucratic state-trading mech- 
anism common to all of these countries. 
He offers a number of practical hints with 
regard to the terms of payment, credit, 
arbitration clauses, patent protection, and 
advertising as they relate to commercial 
contracts with agencies of the Soviet bloc 
countries. 

The two authors are agreed on one 
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major conclusion, namely that Communist 
bloc trade is worth taking seriously. They 
see no reason why the West should fear 
trade contacts in particular or economic 
competition in general with the Com- 
munist states. They believe that basically 
the advantages in such a competition are 
with us. Nor does the West, in their 
opinion, stand to gain from the formation 
of two autarkic world blocs. 

In the process of stating the case for 
increased trade with the Soviet bloc, Mr. 
Nove takes some time out to tilt a critical 
lance against the “American view” on 
East-West trade. He never gets very harsh. 
He does, however, overstate by a wide 
margin the official United States attitude 
toward trading with the Communist coun- 
tries when he represents it (p. 55) as 
believing that “anything which makes their 
economy more efficient, even plastics for 
handbags, adds to their menace.” As a 
matter of fact, the criteria for withholding 
goods from the bloc are far more specific 
and rational. It is true indeed that there 
has long been in evidence in the United 
States a lack of enthusiasm for responding 
to the periodic Soviet trumpet calls for 
all-out trade, but this attitude is based on 
the wholly defensible proposition that im- 
proved trade relations with a country like 
the U.S.S.R. are more likely to follow from 
an improvement in confidence between 
the two countries rather than the other 
way round. 

Leon M. HERMAN 
Washington, D.C. 


Organizational Systems and _ Engineering 
Groups: A Comparative Study of Two Tech- 
nical Groups in Industry. By Louis B. Barnes 
(Boston: Harvard University, Graduate 
School of Business Administration, Division 
of Research, 1960. Pp. xv, 190. $3.50) 

This research monograph is addressed 
to two kinds of readers. One includes the 
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manager or engineer interested in the ad- 
ministration of engineering groups in par- 
ticular. The other includes the teacher or 
researcher more interested in human 
groups in general. Both kinds of readers 
should find the book of value. 

The research reported involved a study 
of two engineering groups of about 30 
people each, one group in each of two 
companies. The purpose was to investi- 
gate the impact of two different types of 
organizational systems upon the behavior, 
job performance, and satisfaction of the 
members of such groups. The first depart- 
ment studied involved a “relatively closed” 
system. It was one in which management 
controls were stressed, individual engineers 
or technicians had relatively limited au- 
tonomy, the opportunities for interaction 
were low, and in which there was little 
opportunity for subordinates to influence 
superiors. Members of this department 
were found to identify with one of three 
reference groups and their behavior was 
highly contingent upon the values and 
norms of the group with which they identi- 
fied. The Professionals, who emphasized 
the values of science and engineering, 
ranked low in nonwork activities on the 
job, interactions, or mutual friendships. 
In contrast, the Organizationals, who 
shared the values more characteristic of 
management, ranked high in all three 
areas. The behavior of Socials, who 
stressed familial and religious values, was 
found unexpectedly to vary with age; the 
younger Socials tended to behave like 
Organizationals and the older Socials like 
Professionals. 

Perhaps of most interest is the finding 
that the Professionals, who tended to 
reject management’s values, nevertheless 
ranked highest on job performance. At the 
same time, they ranked lowest on job satis- 
faction. 
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The second department studied in- 
volved a management with a somewhat 
different set of values and a more “open” 
organizational system. In it, management 
actively encouraged high autonomy among 
individual members, interactions beyond 
those required by the job, and influence 
upward as well as downward. 

Comparison of the results obtained in 
the two departments largely confirmed 
predictions which had been made concern- 
ing differences to be expected between 
relatively open and relatively closed organ- 
izational systems. “The relatively open 
system apparently accompanie[d] a less 
rigid structure, less status consciousness 
and higher satisfaction. Though produc- 
tivity patterns [could not] be compared 
with any real accuracy, management’s 
productivity expectations were better met” 
in the open than in the closed department 
(p. 133). Members of the more open de- 
partment tended to work together toward 
common goals, whereas each subgroup in 
the more closed department tended to 
pursue its own objectives and to regard 
other subgroups as competitors. 

The design of this study severely limits 
the weight which can appropriately be 
given to its findings. In part, the author 
brings these limitations to the attention of 
the reader. Thus, in the introductory 
chapter, he points out that “the data and 
findings are statistically suspect” (p. 10). 
In other words, since only one of each of 
two types of groups was studied, serious 
question exists as to the extent to which 
the present results can be generalized to 
apply to other groups of the same two 
types. 

The author suggests that the disadvan- 
tage of limited generality resulting from 
studying only two groups was offset by the 
advantage gained from being able to study 
these groups much more intensively than 








would otherwise have been feasible. Cer- 
tainly there are kinds of information which 
require so much time to obtain that only 
the intensive study of small numbers of 
individuals or groups is feasible. But that 
this was the case for the kinds of data 
reported in this book is questionable. The 
work involved in administering the 
Allport-Vernon Study of Values, deter- 
mining reference group affiliation, assess- 
ing interaction on the job, obtaining socio- 
metric choices, appraising job perform- 
ance, or measuring job satisfaction would 
not appear to prohibit the investigation 
of as many as three or four of each of the 
two types of departments. 

There is another reason why it would 
have been highly desirable to have data 
for at least three or four departments of 
each of the two types. As is probably in- 
evitable in a field study, the two depart- 
ments selected differed not only with 
respect to the nature of the organizational 
system, but also with respect to many other 
characteristics. For example, one involved 
chemical engineering and one electrical 
engineering; 7 of the 19 engineers in one 
and only one of the 14 in the other had 
had graduate work; 8 of the 11 technicians 
and secretaries in one and only 2 of the 
16 in the other were women; the median 
seniority of the engineers in one was 2% 
years and in the other 10 years; one re- 
ceived half of its work from other depart- 
ments in the same company and the other 
received all of its work from outside cus- 
tomers. The author may well be correct 
in attaching much less importance to these 
differences than to others, but a design 
involving more than one of each of the 
two types of departments would have per- 
mitted better evaluation of the interpreta- 
tions offered. 

Given the present design, the research 
reported is essentially a case study — an 
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interesting, provocative, and valuable case 
study, but nevertheless a case study. Its 
findings are better viewed not as generaliz- 
able conclusions for which there is clear- 
cut empirical evidence, but rather as 
plausible hypotheses. As such, these find- 
ings should still be of interest both to the 
manager and to the research man. For 
the manager, they serve to raise a series of 
questions which he should find helpful in 
examining practices within his own organ- 
ization. For the research man, they provide 
a variety of fruitful leads for further and 
more carefully controlled investigation. 


Dona_Lp W. TayLor 
Yale University 


Executive Control — The Catalyst. By Wil- 
liam T. Jerome III (New York: Wiley, 1961. 
Pp. xiii, 275. $6.95) 

Control as a function of the administra- 
tive process has long been considered a 
difficult topic to write about. With some 
exceptions most of the literature concerned 
with this subject has fallen into the gen- 
eral area of finance and accounting with 
the emphasis on quantitative measures 
and procedures as the instruments of man- 
agerial control. A distinct contribution of 
Dean Jerome’s book is his fresh approach 
to the exploration of this most significant, 
although somewhat ambiguous, executive 
function. Throughout his work he en- 
deavors to weave control into the admin- 
istrative process as an integral part of the 
whole and not treat the subject as a func- 
tional appendage which requires separate 
and independent executive handling. 
Jerome’s major emphasis is placed on the 
concepts and principles which underlie an 
effective control system. He intentionally 
avoids any detailed discussion or descrip- 
tion of control techniques and devices. In 
his own terms he is concerned primarily 
with viewing control in its “pure” or “dis- 
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embodied” state and with disassociating 
the function “from the technical and me- 
chanical garb in which it is customarily 
clothed . . .” He is quick to point out, 
however, that this somewhat simplified 
approach is not without risks and denies 
the author the opportunity to hedge his 
opinions “by taking refuge behind the 
complexities of control techniques or in 
the obfuscations of terminology which in- 
creasingly make management ‘literature’ 
a bore to read.” Perhaps some degree of 
rarity can also be associated with the 
author’s view of control as a catalytic 
agent. This concept permeates the book 
and suggests that control should at all 
times be considered as a creative force that 
will aid in releasing the unrealized poten- 
tial of the enterprise and its people. 

The book is divided into five parts 
which discuss the following topics: (1) the 
meaning and need for control; (2) per- 
formance evaluation within and from out- 
side the firm; (3) the executive process of 
market determination, setting of objec- 
tives, planning, and organization as related 
to determining the scope and nature of 
the control function within the firm; (4) 
the review of corporate plans and objec- 
tives through analysis and audit, and 
some of the common problems of opera- 
tional inefficiency uncovered through a 
control system; and (5) the Du Pont, Gen- 
eral Electric, and Koppers Company ap- 
proaches to control and key control 
measures. 

Parts I through III, which include 
Chapters 1 through 10, provide the most 
informative and provocative part of the 
book. The first several chapters place the 
control function in a somewhat different 
perspective stressing the dynamic aspects 
as a way of evaluating performance and 
approaching planning. In Chapters 5 


through 10 the control function is related 
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to the somewhat standard conceptual 
framework of the administrative process: 
determining market needs and market 
niche, planning to attain desired objec- 
tives, organizing to get jobs done, and 
transmitting desired information to the 
proper executive level for corrective 
action. While these chapters seem to indi- 
cate a similarity to the approach of Fayol 
and are somewhat related to Drucker’s 
concept of “management by objectives,” 
the author does a good job of integrating 
the control element and makes a strong 
case for what he terms a “system of 
executive controls.” 

The last third of the book is less satis- 
fying. This section contains case studies of 
the control systems of Du Pont, General 
Electric, and the Koppers Company. 
Although some readers may find these 
practical examples to be of value, in my 
opinion they represent, for the most part, 
“well worn” case examples which seem to 
have inundated management literature in 
the past several years. 

The book is well written and very read- 
able. Even though it is general in nature 
and not designed as a technical work to 
delineate specific control techniques, it 
does contribute and add to the knowledge 
of control and the managerial process. 


Tuomas J. McNIcHoLs 


Northwestern University 


A Case Study of High Level Administration 
in a Large Organization. By John D. Glover 
and Paul R. Lawrence (Cambridge: Harvard 
University, Graduate School of Business Ad- 
ministration, 1961. Pp. vi, 120. $2.00) 
This little book reproduces a report 
written in 1952 by two members of the 
Harvard University Division of Research. 
The book concerns itself with the activities 
of the Office of the Assistant Secretary of 
the Air Force (Management). The Hon- 








orable Eugene M. Zuckert, who was at 
that time Assistant Secretary of the Air 
Force for Management, requested the 
authors to undertake a study for the pur- 
pose of making available, primarily to the 
Department of the Air Force and other 
departments of the national military estab- 
lishment, an examination of his newly 
created office’s operations and experiences. 
Although the period covered in the book 
is 1948-52, the authors’ observations are 
sufficiently universal to make the appear- 
ance of the book on today’s scene as 
appropriate as it was in 1952. 

The subject of the book may be divided 
into three main sections. The first, by way 
of background, deals with the environ- 
ment, functions, and relationships of the 
office under study. The second describes 
the authors’ observations of the adminis- 
trative attitudes and behaviors, and the 
results thereof. The third presents the 
authors’ conclusions and recommendations 
concerning the Office of the Assistant Sec- 
retary of the Air Force for Management. 

In the first section the authors show the 
magnitude, diversification, and problems 
of the job encountered by the newly cre- 
ated office in carrying out its responsi- 
bilities in the areas of business manage- 
ment, use of human resources, and public 
relations. Taking their review of the 
office’s activities as a base, the authors 
discuss very briefly some implications for 
future evaluation. 

If one approaches the book as a man- 
agement case study, it can be concluded 
from the second section that persons act- 
ing in a “staff” capacity will achieve more 
tangible accomplishments, create more 
goodwill, and derive greater satisfaction 
from their assignments if they realize 
that their job is to advise, to sell, to issue 
instructions through the line, and to place 
emphasis on informal relationships of 
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mutual respect. In attempting to show 
that this kind of approach will prove suc- 
cessful under most situations, the authors 
established two extreme patterns. Under 
one pattern the authors see staff members 
“thinking of themselves with a tone of 
self pride, as experts, smart maneuverers, 
doers, and the men in charge,” and 
“thinking of their jobs as consisting of is- 
suing orders, straightening others out and 
checking up to see that everything is 
O.K.” The results of this pattern re- 
flected “programs and projects stalled and 
ideas never brought to fruition”; and 
“diminished capacity of the organization 
to get problems solved.” Under the op- 
posing pattern the authors see staff mem- 
bers in a positive manner with a realistic 
assessment of their own capacities and 
roles, a willingness by staff members to 
attribute good intentions to others, and a 
free give and take of individuals working 
cooperatively on mutual problems. The 
results of the latter type of pattern show 
that the programs and projects were re- 
solved satisfactorily to all parties con- 
cerned, the organization grew in its ca- 
pacity to solve problems, and the people 
involved came away with feelings of ac- 
complishment and goodwill. 

Except for the first section of the book 
where the authors present some statistical 
evidence to show the magnitude of the job 
of the Assistant Secretary, quantitative 
empirical evidence is lacking to show con- 
clusively the results of the two extreme 
patterns observed. To establish the pat- 
terns and consequences thereof, the au- 
thors provide excerpts of conversations 
held with people in the office and with 
people outside the office. This form of 
evidence appears to be very common in 
most of today’s management studies, and 
it does not detract from the aim of the 
book: to provide the reader primarily 
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with an examination of the operations and 
experiences of a high-level administration 
office, with the kinds of methods, be- 
havior, differences, and administrative 
philosophies that existed on the part of 
the Assistant Secretary and his office. 

It is unfortunate that the authors did 
not bring the book up to date by present- 
ing the results of some of their recommen- 
dations. Specifically, it is too bad that 
they did not set forth the results of the 
dissolution of the office into several differ- 
ent offices — Assistant Secretary of the 
Air Force (Financial Management), As- 
sistant Secretary of the Air Force (Pro- 
curement and Production), and so on. 
This book is, in essence, a useful summary 
for those persons interested in high-level 
administration, either in a line or a staff 
capacity in government or in commercial 
activities. 

EucENeE LapIN 
The RAND Corporation 


The Impact of Collective Bargaining on 
Management. By Summer H. Slichter, James 
J. Healy, and E. Robert Livernash (Washing- 
ton: Brookings, 1960. Pp. xv, 982. $8.75) 


Students of collective bargaining have 
continually had difficulty in finding books 
which provided material on realistic prac- 
tices in the field for academic as well as 
nonacademic readers. Such a book is this 
large posthumous Slichter volume written 
with the collaboration of James Healy 
and Robert Livernash, who carried the 
task through to publication. All three 
authors have shown their wide acquaint- 
ance with how collective bargaining actu- 
ally has been working over the last two 
decades in many different industries and 
segments of the American economy. 

They drew upon a vast wealth of case 
materials which are categorized and dis- 
cussed under some thirty segments of bar- 


gaining experience, with many more 
subclassifications for orderly presentation 
of a variety of dimensions of many de- 
tailed subjects. They deliberately ruled 
out “any attempt to assess the broad eco- 
nomic impact of unions” but carried on 
extensive field research on all other as- 
pects. Their breakdown of seniority prac- 
tices, work assignment and pace, and 
similar areas is considerably finer than 
most classifications of bargaining subjects. 
In fact it is so fine that occasionally the 
same subject is treated in closely related 
chapters such as work jurisdiction, sub- 
contracting, make-work policies, techno- 
logical change, and incentives. These 
subjects do in fact merge together. For 
some purposes they can be treated more 
meaningfully together, and for other pur- 
poses separately. The authors here have 
chosen the more microscopic and dis- 
persed treatment for describing closely 
related practices. 

Interviewing a substantial sample of 
managements, with large companies prom- 
inent but not to the detriment of small 
business coverage, they sought to appraise 
the effects of union influence on efficiency 
and production. This leads the authors to 
state in their introduction that in cases of 
conflict the book’s “orientation is provided 
by the goals of management.” If the 
reader then looks for one-sided treatment 
of industrial relations generally, however, 
he will be disappointed. The manage- 
ment advice conveyed is highly sophisti- 
cated and broad-gauged. The book relates 
how managements have carried on con- 
structive collective bargaining relation- 
ships. It recognizes and often includes 
realistic rationale for basic union objec- 
tives and activities. It provides the reader 
with materials for objective, balanced 
understanding of numerous technical bar- 
gaining subjects — material often difficult 








to find elsewhere. The management 
orientation disclaimer is hardly necessary. 

On the other hand, the cases and prac- 
tices cited in some instances reveal patho- 
logical aspects of collective bargaining 
that are highly important to social analysts 
of our current economy. These are dis- 
cussed freely and range from slackness 
and unrealistic adamancy of managements 
to union stubbornness to the point of plant 
closure and job loss. In this respect, too, 
the case study material collected provide 
data for future diagnoses and, we hope, 
some constructive remedies through time. 

What we miss most in the volume is a 
little more generalization of the lessons 
to be learned from this extensive survey 
of collective bargaining experience. We 
do not find much of the kind of broad 
principles drawn in Slichter’s Union Poli- 
cies and Industrial Management (Wash- 
ington: Brookings, 1941) as, for example, 
in his classic categorization of union poli- 
cies toward technological change of ob- 
struction, competition, and control (Chs. 
7, 8, and 9). In fact on this very subject 
the authors have added the policy of posi- 
tive encouragement along with willing 
acceptance and have changed “control” 
to “adjustment” for the new fivefold clas- 
sification. As in their treatment of other 
subjects, however, their gain in descriptive 
completeness is offset by loss of insightful 
discernment and portrayal in identifying 
the most critical moving forces in collec- 
tive bargaining behavior. 

The authors indicate in their introduc- 
tion their belief “that the time is not ripe 
to push very far with theories of the de- 
terminants of industrial relations . . .” 
except for the nature of product and of 
markets. They consider every industrial 
relations situation more or less unique 


with numerous factors in many combina- . 


tions and permutations. They make a 
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considerable contribution, however, to 
showing the interconnections among the 
many factors, economic and noneconomic, 
to explain the state of conflict or accom- 
modation for any single industrial rela- 
tions situation. 

The reader could have hoped then for 
a little more discriminating generalization, 
if not theory, from these very knowledge- 
able authors on the meaning and signifi- 
cance of the broad array of collective 
bargaining behavior that they report. 
The rich variety of seniority practices 
covered provides a challenging subject for 
interpretation and direction. The various 
points of contact described between man- 
agerial dynamics and union job security 
moves from subcontracting to supple- 
mental unemployment benefits and are 
grist for the mill of interpretation and 
theorizing. It is true, of course, that some 
subjects such as subcontracting will re- 
quire more intensive development than 
could be expected here in a survey of the 
broad field of collective bargaining nego- 
tiations and practices for appraisal in 
depth. 

The implications of craft severance for 
bargaining territory dimensions, work as- 
signment, jurisdiction, and technology il- 
lustrate even more graphically perhaps the 
need for analysis of implications not only 
for the participants themselves but also 
for public policy formulation. We hope 
that Professors Livernash and Healy will 
join others in developing further the theo- 
retical and policy implications of the 
excellent and extensive array of field study 
material they have collected in this vol- 
ume. The book as it stands is an indis- 
pensable reference work for students of 
collective bargaining. 

L. Reep Tripp 


University of Wisconsin 
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